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Railroad Commission of Louisiana organized, 1899. 
CHARLES DONNELLY, once president of Northern Pacific, born Wis., 1869. 














The third electric power plant in the U. S. began operation in Chicago, 1882, 
Monthly postal service established between New York and Boston, 1672. 





To facilitate delivery, street railway mail car was put in operation, St. Louis, 1892. 
WILLIAM HARDEN started express business by carrying packages for hire, 1839. 





“John Bull” locomotive made its first run near Bordentown, New Jersey, 1831. 
Holland Tunnel, connecting New Jersey and New York, was opened, 1927. 





Direct radio communication between New York and Moscow was established, 1930. 
Ground broken in construction of the Atchison, Topeka & Santa Fe Railroad, 1868. 





The first telephone exchange in Pennsylvania was opened at Philadelphia, 1878. 
SIR HUMPHREY DAVY discovered the principle which led to are lighting, 1809. 





The first natural gas well in this country was drilled near Fredonia, New York, 1821. 
The first telephone exchange in Alabama was opened at Mobile, 1879. 





Buffalo received Niagara power for its railway system one minute after midnight, 1896. 
Roman Senate issued permits opening silk and linen mills, Eastern Empire, 30 B. C. 








The “Overland Limited” of the Union Pacific left Chicago on its first run, 1895. 
Introduction of twisted-pair underground conductor for telephone cables, 1887. 





Standard Time went into effect in the United States, 1883. 
Transatlantic radio service established when earthquake snapped cables, 1929. 





FERDINAND pe LESSEPS, French engineer, designer of the Suez Canal, born, 1805. 
Experimental exchange of electric power between New York and Chicago, 1926, 








Surveys started for the Baltimore and Ohio Railroad, 1827. 
China and Japan granted telegraph monopoly to Denmark, 1871. 








PILATRE pe ROZIER made first ascension in free hydrogen balloon, Paris, 1783. 
Grand Trunk Railroad opened between Detroit and Port Huron, Michigan, 1859. 





ELIHU ROOT retained by railroads to fight government ownership, 1918. 
Chicago, Milwaukee, and St. Paul Railroad sold for $140,000,000, 1926. 
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THE COMING ROLE OF THE UTILITIES IN 


The “General Welfare” 


An interpretation of current trends in 
regulation—and a prophecy 
By JAY FRANKLIN 


HE Preamble of the Constitu- 
Tie of the United States de- 
clares that this legal basis for 
our political and economic system 
has, as one of its objects, the purpose 
to “promote the general welfare.” 
The “general welfare” clause pro- 
vides the legal basis of the National 
Recovery Act and is the background 
of much of the recent legislation which 
affects public utilities and the power 
of the state regulatory bodies to con- 
trol their rates and services. While 
the Supreme Court of the United 
States has not passed on the constitu- 
tionality of this invocation of a gen- 
eral constitutional principle to invali- 
date specific constitutional rights and 


powers, there is no doubt that, what- 
ever the correct legal interpretation 
may be, the practical politics of the 
present situation is that, by declaring 
a state of “emergency” to exist, the 
“war powers” of the Federal govern- 
ment (which have deliberately been 
left undefined on the ground that to 
define is to limit) have assumed full 
control of the situation and have set 
in motion forces which will effectively 
remodel our economic institutions and 
political practices, without legal hin- 
drance. 


| en the point of view of the 
“New Deal,” public utilities and 
their peculiar status are of paramount 
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importance. That there will be fur- 
ther drastic regulation by the Federal 
government, that the state public 
service commissions will lose—have 
already lost, by implication—much of 
their power, that earnings and rates 
of public utilities will become a mat- 
ter of direct concern to the Federal 
government, may be taken for grant- 
ed. All this, however, is of secondary 
importance to the fact that the present 
status of the public utilities supplies 
the pattern to which all of American 
business is being compelled to con- 
form under this “general welfare” 
legislation. 

For this reason, irrespective of how 
it may appear to those who are direct- 
ly concerned with the operation or 
regulation of public utilities, they are 
not going to suffer a loss of liberty 
comparable to that of other business- 
es. They have less liberty to lose. 
Under existing state and Federal reg- 
ulation, the utilities represent the one 
comparatively orderly element in our 
economic system. Following the prin- 
ciple of “putting first things first,” it 
is manifestly more conducive to “the 
general welfare” to reduce the chaotic 
world of competitive business to the 
status of a public utility than it is fur- 
ther to regulate the existing utilities. 


Dapeng the present administration 
at Washington, this is precisely 
what is being accomplished under the 
NRA for general business and under 
the Reconstruction Finance Corpora- 
tion for banking. 

Banks which were insolvent at the 
time of the banking holiday have been 
licensed to reopen, subject to drastic 
reduction of overhead and limitation 
of salaries. RFC purchases of pre- 


ferred stock in these licensed banks 
have become the means of compelling 
the acceptance of regulations which 
have given a utility status to the re- 
opened banks. Until this preferred 
stock shall have been retired—if ever 
—the bank becomes a public utility, 
subject to Federal regulation both of 
its external operations and internal 
organization. 

The codes of fair competition for 
business, negotiated or imposed under 
the Blue Eagle campaign, are slowly 
imposing a similar status on business. 
Business is permitted to continue in 
interstate commerce and is allowed to 
engage in certain activities hitherto 
proscribed by the antitrust legislation, 
on the condition that business con- 
forms to certain standards of labor 
and wages. 

The important matter, from a utili- 
ties standpoint, is the fact that busi- 
ness has been permitted by these codes 
to organize itself monopolistically. 
Monopoly is the essence of a public 
utility, and the fact of legalized mo- 
nopoly is the basis for strict regulation. 


A’ the NRA drama progresses, the 
demand for price regulation— 
already foreshadowed in the code for 
the oil industry—will become decisive . 
and, to “promote the general welfare,” 
the public will thereby be protected 
against arbitrary price increases, 
thereby bringing business still closer 
to the utility status. Finally, as the 
need to finance the increased industrial 
costs resulting from the codes becomes 
urgent, the possibility of RFC credit 
for NRA payrolls will become a part 
of public policy. This, in turn will 
lead to. government insistence on re- 
duced overhead, limitation of profits, 
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leveling down of high salaries, as in 
the case of banking. Once this cycle 
is complete—and it will take place only 
gradually and piecemeal—the way will 
be clear for the conception that all 
business is a public utility, that prices 
and earnings must be regulated, and 
that some form of job insurance, old- 
age pensions, and other socialistic 
stabilization of our industrial society 
will appear. 

It must not be assumed that the ex- 
isting public utilities will be ignored 
while this broader policy is being 
brought to its conclusion. Their fur- 
ther regulation by the emergency pow- 
ers of the Federal government will be 
undertaken concurrently. There are 
already indications of the basic course 
which such regulation will take, in the 
proposed activities of the new coor- 
dinator of transportation. Just as the 
latter will, presumably, establish rates, 
not only for the railroads, but also for 
motor vehicles, airplanes, and other 
forms of transportation that will have 
a bearing upon each other and that are 
elements requiring adjustment to our 
rail system of common carriers, so 
must utilities be codrdinated, through 
regulation of the rates and earnings 
of the more or less competing services 
represented by the hydroelectric, gas, 
coal, and oil industries. 


HE immediate course of events 
for the electric utilities seems, 
therefore, to be quite definitely estab- 
lished. At the moment, they will be 


brought into the general NRA picture, 
either through the “blanket code” or 
through the master-code of the Edi- 
son Electric Institute. As the difficul- 
ties inherent in this situation develop, 
the utilities will be given selective 
treatment, at first separately and then 
in conjunction with their logical asso- 
ciated industries. 

The first effect of this process will 
be to force both the public utilities and 
the state regulatory authorities into an 
impossible position. Under the codes 
and under the pressure of public opin- 
ion induced by the codes, the public 
utilities—whether publicly or private- 
ly owned—will be compelled to raise 
wages, shorten hours, or both. In any 
event, through the operation of the 
codes in other industries, the cost of 
supplies purchased by the utilities will 
be increased, and their expenses cor- 
respondingly raised. 

At the same time, the public serv- 
ice commissions will be under increas- 
ing political pressure to reduce rates 
or, at the very least, to permit no in- 
crease of rates. Compelled to sell 
their services at a fixed rate and to 
pay higher costs, the utilities will be 
severely squeezed and will endeavor 
to obtain relief through court action. 
Court action, however, will be power- 
less to grant decisive relief until the 
Supreme Court has ruled on the “gen- 
eral welfare” basis of the NRA legis- 
lation, and the Supreme Court will be 
highly reluctant to accept jurisdiction 
over NRA cases unless it is also pre- 


e 


hand. Even where there is public ownership there will be 


q “PRIVATE operation and public control will go hand-in- 


private ownership, either under contract or through govern- 
mentally established operating corporations.” 
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pared to accept the “emergency” plea 
by which the lower courts have justi- 
fied some of the current extraordinary 
measures. Utilities will not be permit- 
ted to pass increased costs on to the 
consumer, and the burden of proof 
will rest on the utilities to demonstrate 
an economic basis for their rates, a 
basis which has hitherto been be- 


fogged by the misty mazes of the. 


“prudent investment” and “cost of re- 
production” schools of thought. The 
very character of property—whose 
rights are ostensibly protected by the 
Constitution—is changing so that 
function rather than monetary cost 
may be made the basis of any final 
determination of rate-making criteria. 
This involves a social, as distinguished 
from a financial, conception of prop- 
erty and, accordingly, public utilities 
may well shrink from invoking a ju- 
dicial determination of their rights un- 
der the prevailing political psychology. 

All of these factors imply that, 
whatever may happen in the field of 
general business and finance, the pub- 
lic utilities will be put on the spot or 
taken for a good long ride by the Fed- 
eral government. 


T° the first place, public utilities have 
never been in such low general 
esteem. The crash of the Insull sys- 
tem and other utilities’ failures have 
not only destroyed the savings of hun- 
dreds of thousands of investors but 
have convinced the average citizen 
that the rates now charged for tele- 
phones, electric power, and. gas in- 
clude concealed loot for a handful of 
millionaires, operating through hold- 
ing companies and utilizing patents 
and contracts as the primary means of 
concealing the real profits of utility 


operations. This unpopularity has 
not been lessened by the fact that dur- 
ing the depression, utility rates have 
shown comparatively little change and 
have therefore become a heavier bur- 
den on the decreased purchasing pow- 
er of the people. The general con- 
viction that utilities are intrinsically 
corrupt, no matter how scrupulously 
individual concerns may operate, pro- 
vides the background for a general 
program of coercion and expropria- 
tion of public utilities. 

The first form which this coercion 
will take is the centralization of au- 
thority over the utilities by the Fed- 
eral government, and the correspond- 
ing loss of authority by the state com- 
missions. There are both sound and 
unsound reasons for this centraliza- 
tion. The unsound reason lies in the 
fact that state commissions are be- 
lieved to be subject to improper pres- 
sure by the utilities themselves, that 
their members are often deemed 
“bought up by the Power Trust,” and 
that the public feels that it cannot ex- 
pect fair rates under these conditions. 
Granting (for the sake of argument) 
that all this may be true, it is unsound 
to propose centralization on such 
grounds. If the people of a state can- 
not secure honest regulatory bodies in 
their own interest, theirs is the loss; 
they have the power to remedy this 
condition if they care to use it. 


HE sound basis of centralization 

is the fact that the utilities are 
organized on an interstate basis and 
that the “corporate fiction” has worn 
pretty thin. There are only four or 
five big utilities systems in the coun- 
try ; they bestride state lines ; they dis- 
pose of political power and legal talent 
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Where the Present Trend toward Centralization 
of Regulation Is Likely to Lead 


6e ee of the power resources of 

the nation seems to be an 
unescapable deduction from the present course 
of business. The final stage, however, is one 
which offers the prospect of a new lease of life 
both for private operation and for the principle 
of local regulation: the regional organization 
or soning of utilities is the probable outcome 
of the present trend towards centralization and 


coordination.” 





which dwarfs that of the average state 
commission. The latter is often in the 
position of a small town on a post- 
road, which desires to maintain a 
speed limit of fifteen miles an hour. 
They have the unquestioned legal au- 
thority to set such a limit but the cars 
whiz by at forty-five miles an hour, 
regardless. The problem of utilities 
regulation transcends state borders 
and demands a period of centralized 
reorganization at Washington, with- 
out reference to the precise legal au- 
thority of state commissions or the 
ostensible corporate entity of the util- 
ity which may be adversely affected by 
such centralization. Both through 
NRA and the Federal Power Commis- 
sion, the jurisdiction of the state 
boards and public service commissions 
is going to be first overshadowed, then 
invaded, and finally modified, to pro- 
mote “the general welfare.” 


A’ the same time that the utilities 
are becoming subject to the gen- 
eral centralizing influences at Wash- 
ington and hence unable to function 
autonomously within the limits of 
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state regulation, they will be subject 
to direct and indirect competition from 
the Federal government. Government 
ownership and operation of the hydro- 
electric energy at Muscle Shoals is 
only the forerunner to similar owner- 
ship and operation at Boulder Dam, on 
the St. Lawrence, and on the Colum- 
bia river. A veritable industrial revo- 
lution will be unleashed by the pro- 
duction of power so abundantly and, 
due to present absence of commercial 
demand for that power, at such low 
prices as to injure existing utilities in 
the same areas, to demoralize the mar- 
kets for coal, petroleum, and gas, and 
to impair both the capital and the eq- 
uities and the taxable bases involved 
in the cognate sources of power. 
The long fight for Muscle Shoals 
has been won by the advocates of pub- 
lic ownership and operation and the 
ten years of waste of this magnificent 
source of energy has been ended; it is, 


perhaps, the greatest single economic 


offense credited to the so-called 
“Power Trust,” to have balked the 
utilization by the government of the 
power resources which the government 
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developed. This offense is responsi- 
ble for much of the general unpopu- 
larity of public utilities, for it is re- 
garded as an offense against “the gen- 
eral welfare.”” Muscle Shoals, togeth- 
er with the three other great Federal 
power sites, will be bound to under- 
mine the entire existing rate structure 
of the nation, and in the direction of 
lower rates. At the same time, 
through the Public Works Adminis- 
tration, towns and municipalities are 
being financed in the construction of 
publicly owned and operated plants. 
Control of distribution is the only re- 
maining unimpaired asset of the pri- 
vate utilities and this control will last 
only so long as the utilities agree to 
accept and distribute governmentally 
produced power at a contract price 
which will reduce costs to the con- 
sumer. If the utilities endeavor to 
refuse distribution, they will find 
themselves, like the pipe lines, legis- 
lated into the class of common car- 
riers, and forced to distribute hydro- 
electric power regardless of its source, 
at rates fixed by the Federal Power 
Commission. 


A= finally, the power of the utili- 
ties to resist this process of 
transformation will be destroyed by 
the disintegration of their financial 


backing. Increasing Federal control 
over banking, the divorce between in- 
vestment and commercial banking, the 
attack upon holding companies, the 
new Securities Act, and the general 
wave of public distaste’ for the past 
methods of individual utilities opera- 
tors, will paralyze the financial power 
of the utilities, even where the state 
public service commissions are sym- 
pathetic, to oppose political or legal 


obstacles to the action of the Federal 
government in the interest of the 
“general welfare.” 


HE above is, naturally, frankly 
prophetic and has been stated 
bluntly in order to avoid the usual 
weasel-words by which political proph- 
ets hedge their bets. It is a frank 
statement of the dangers and difficul- 
ties which confront both the operators 
of public utilities and the state author- 
ities who are charged with their regu- 
lation. Without subscribing to the 
opinion that the process outlined is 
absolutely inevitable, it seems exceed- 
ingly probable that public utilities are 
going to be subjected to public com- 
petition, public regulation, and pub- 
licly controlled finance, through the 
Federal government, in the next few 
years. 
This process, however, will be only 
a part of the basic trend which is at 
present affecting all business. The 
first element in this trend is centrali- 
zation. Business has outgrown state 
boundaries, the public utilities business 
included. Only through centraliza- 
tion can the second element of this 
trend be approached: codrdination. 
Coérdination of the power resources 
of the nation, in conjunction with all 
utilities, seems to be an unescapable 
deduction from the present course of 
business. The final stage, however, is 
one which offers the prospect of a new 
lease of life both for private operation 
and for the principle of local regula- 
tion : the regional organization or zon- 
ing of utilities is the probable outcome 
of the present trend towards centrali- 
zation and coordination. 
For, if the state is too small a unit 
to control utilities effectively, the na- 


564 





a = mS ~*~ ;, 


Yan A45—l lr — 2 = FRO FR ie |! )6h6VF.0—lUC«C SCO CF. 


— + — eh, hurr OlC et re llCOe,lCtlClCKhLCUlUlUO, OO*} 


PUBLIC UTILITIES FORTNIGHTLY 


directly concerned with the operation or regulation of 


q “TRRESPECTIVE of how it may appear to those who are 


public utilities, they are not going to suffer a loss of liberty 


comparable to that of other businesses. 
Under existing state and Federal regula- 


liberty to lose. 


They have less 


tion, the utilities represent the one comparatively orderly 
element in our economic system.” 


tion is too big. Every other phase of 
our national life is tending towards 
regional treatment—the Federal Re- 
serve System having set the exam- 
ple. The War Department now oper- 
ates through semi-independent Corps 
Areas; the Federal Land Banks and 
Home Loan Banks follow the region- 
al plan, as do the Department of Agri- 
culture and the Department of Jus- 
tice. Under the NRA codes and the 
Public Works Administration, the 
country is being divided into North- 
ern, Central, and Southern Zones; the 
mere fact of Federal power produc- 
tion on a large scale at the four points 
mentioned above suggests that at 
least four power zones, with perhaps 
a fifth in the Upper Mississippi re- 
gion, will be established in the future. 

For the present, therefore, the state 
public service commissions stand a 
fair chance to be superseded. Federal 
centralization, Federal control of the 
wages and hours of labor, Federal 
control of the prices and earnings of 
industry, will render much state reg- 
ulation superfluous, while Federal reg- 
ulation through the Federal Power 
Commission and Federal competition 
will reduce effective state control to a 
minimum. 

Similarly, the autonomous activities 
of private utility corporations will be 
curbed. Their expansion will be 
checked, their earnings will be recap- 


e 


tured through taxation if not direct- 
ly, and their finances will be pared 
away. Holding companies will no 
longer enjoy untrammeled facilities to 
purchase corporate control of utilities 
or to arrange through contracts or 
patents for concealed financial benefits. 
To this extent, therefore, the public 
utilities and the local regulatory bodies 
will be deprived of their freedom to an 
extent not shared by the general busi- 
ness world. 


HEN, however, the period of 
centralization and coérdination 
yields to the period of regional decen- 
tralization and zoning, there will be 
fresh opportunity for state public 
service commissions to combine along 
regional lines, to coordinate their ac- 
tivities, and to set up regional “hold- 
ing companies” of regulation, so as to 
maintain the principle of local control 
within regional rather than state areas. 
At the same time, the position of 
the private operator of public utilities 
will be clarified. The question of 
whether public ownership or public 
operation is desirable or efficient does 
not arise. At the moment it is his- 
torically inevitable. Certainly private 
operation has given us technical serv- 
ices of a very high standard which 
public operation could not duplicate. 
At the same time, private operation 
has lent itself to financial chicanery 
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resulting in many rates which are an 
imposition on the community. Here 
again, the matter of rates is not of the 
first importance. The desideratum is 
to establish a utilities system which 
will obviate such chicanery and will in- 
sure that the rates charged to the con- 
sumer bear a fair relation to the real 
costs of production and distribution. 
This, in turn, involves a rather skep- 
tical overhauling of contracts, facili- 
ties, and patents, which will lay the 
emphasis upon efficient operation rath- 
er than holding company dividends. 

Once this is done, the very consid- 
erable disadvantages of public opera- 
tion will have to be considered, not in 
the light of abstract social principles 
but of practical service to “the general 
welfare.” The demonstrated facts 
that public ownership involves lower 
rates and that private operation in- 
volves better and more flexible service 
must be reconciled. 


_" a student of the broad trends 
of American government and 
business, the character of this recon- 
ciliation appears obvious. The exam- 
ple of railway economics indicates the 
course of action which will be fol- 
lowed. Private operation and public 
control will go hand-in-hand. Even 
where there is public ownership there 
will be private operation, either under 


contract or through governmentally 
established operating corporations. 
There will be mergers and the utilities 
will be reduced to the status of com- 
mon carriers enjoying regional mo- 
nopolies, subject to regional regulation 
and to Federal coérdination. In this 
new set-up there will be ample oppor- 
tunity for private enterprise and for 
public service control in the interest of 
“the general welfare.” 

For—to repeat—the “general wel- 
fare” clause of the Preamble to our 
Federal Constitution is the dominant 
motive in our current peaceful revo- 
lution. It is the oldest element in 
civil law—salus populi suprema lex 
—and no courts, legislation, or state 
sovereignty can long withstand it. 
For this reason, the course of wisdom 
for both the utilities and the state 
agencies which control them is to swim 
with the tide and to assist the process 
of economic and political reorganiza- 
tion to the full extent of their ability. 
In the long run, they have nothing to 
fear from compliance with the man- 
dates of what amounts to a social 
revolution ; certainly, they have every- 
thing to fear from resistance; and 
there will be ample scope for their in- 
tellect and energies under any national 
reconstruction of public utilities which 
the Federal government may propose 
for the “general welfare.” 





What the Utilities May Expect from the 
Coming Congress 


Wuat does the new program provide that is of 
public service corporations? Read the article by 


articular concern to 
AROLD BRAYMAN in 


the coming number of this magazine—out November 23rd. 
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COMMON: FALLACIES ABOUT THE 


“Average Cost” of 


Distributing Power 
Part II 


Durinc the ensuing months controversy will wage over the methods of computing 
the costs of distributing power from both privately owned and government-owned 


plants. The term “average cost” 


of the misconceptions concerning this “average cost,” 


will figure largely in these arguments. 


Because 
Pustic Utixities FortNIGHTLY 


is presenting a series of articles—of which this is the second—which undertakes to 
define the term in words that the layman can understand. 


By HUDSON W. REED 


ANY theories have been ad- 
M vanced for the allocation of 

generation cost. The kilo- 
watt-hour class consumption, class 
maximum demand, class share of the 
total system peak, and other individual 
principles have been used as the in- 
tegral base. These methods have not 
been successful because there is no 
single base component flexible enough 
accurately and impartially to distribute 
all elements of generation cost. 

In this comparison, three outstand- 
ing and now generally recognized cost 
components are used : 

1. Investment—representing the 
cost of the facilities required for the 
diversified system peak load, plus the 
necessary reserve capacity required 


for plant breakdowns and the normal 
growth of the business. 

2. Peak prepared for, or ite to- 
serve cost—representing the expense 
incurred in the preparation required 


for the peak system loads. It includes 
miscellaneous supplies and expense, a 
portion of the labor charges, mainte- 
nance of equipment, and a small 
amount of fuel. It has no connection 
with energy costs, inasmuch as the 
number of kilowatt hours produced 
has no direct bearing upon it. The 
ready-to-serve expense varies with 
each station, depending upon the load 
the station is required to prepare for. 
The total ready-to-serve cost of all the 
stations on the system, divided by 
the total kilowatts prepared for, gives 
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the cost per kilowatt for the system. 

3. Energy cost—representing the 
direct operating expense of producing 
the current required. It varies only 
with the energy generated. 


HE investment and ready-to-serve 

costs are distributed in the pro- 
portion that the maximum demand of 
each class bears to the sum of all class 
demands. In this manner, the highly 
variable conditions surrounding the 
system peak are disregarded, and each 
class receives its proportional benefit 
of the system diversity of use. With 
an equal demand of 1,000 kilowatts at 
the meters, each group is charged with 
an equal share of the base station cost, 
plus the cost of its line and transform- 
er losses between the station and the 
customers’ meters. 

Energy cost is charged in direct 
proportion to the number of the kilo- 
watt hours used by each class, plus 
their line and transformer losses. 

The figures shown for capital in- 
vestment per kilowatt demand at the 
customers’ meters (line one, Exhibit 
1), have been corrected for both line 
losses and the power factor. It will 
be noted that the power consumers 
served from the primary distribution 
system have a unit capital investment 
equal to that used for domestic cus- 
tomers. The better power factor of 
the domestic customers in this instance 
balances the higher line losses on the 
secondary distribution system. The 
lower unit of capital investment of the 
power customers served from the 
high-tension system is because the 
customers in this class do not incur 
any portion of the transformer or line 
losses of the primary and secondary 
distribution systems. 


With an equal kilowatt demand at 
the customers’ meters, it will be found 
that due to the differences in load fac- 
tors, the high-tension group will use 
6,482,400 kilowatt hours annually, 
compared with 5,168,400 kilowatt 
hours for the power customers on the 
primary system, and 2,580,480 kilo- 
watt hours for the domestic group. 

At this point attention is invited to 
the effect the extent of use has upon 
both total cost of generation, and the 
unit cost per kilowatt hour. These 
figures do not include any charge for 
renewal reserves or taxes on invest- 
ment. 


Cost per 
Generation Kw. Hr. Kw. Hr. 
Cost Used (Mills) 


Domestic service .. $25,860 2,580,480 10.03 


Primary  distribu- 
tion power 32,148 5,168,400 6.22 


High-tension power 33,841 6,482,400 5.23 


Total 


Thus, total generating expense for 
each class of consumers, represented 
by the return on capital investment, 
plus the ready-to-serve and energy 
costs, divided by the kilowatt hours 
used, gives an easily understandable 
illustration of the principle that the 
differential shown in the cost per kilo- 
watt hour is dependent entirely upon 
line losses and the extent of use of the 
facilities required. 

Thus, while the total station cost 
per kilowatt hour generated may to 
some extent be comparable with other 
companies, it has no significance as 
far as kilowatt hour cost for class of 
service is concerned. Mr. Domestic 
Customer, with greater line losses and 
fewer hours’ use of the generation fa- 
cilities required for him, must in all 
fairness be charged more per kilowatt 
hour for generation expense than the 
power customer. 


568 





PUBLIC UTILITIES FORTNIGHTLY 








Cost Data 


Unit Costs 


Commercial 
Power 
Domestic Primary 
Capital Value 
1. Generation—per kw. of diversi- 
fied demand at customers’ 
meters 
2. Transmission—per kw. of di- 
versified demand at custom- 
ers’ meters 
3. Substation—per kw. of diversi- 
fied demand at customers’ 


$156 


59 


Distribution 

4, Primary system—per kw. of di- 
verisfied demand at custom- 
ers’ meters 

5. Secondary transformers—per 
kw. of diversified demand at 
customers’ meters 

6. Secondary system—per customer 

7. Services—per customer 

8. Meters—per customer 

9. Utilization—per customer .... 2 

10. General—on capital value .... 9.2% 

11. Working capital—on operating 


432 
294 
945 
8% 


25% 


Service Distribution Tension 


Units Usep 
Commercial 
Power 
Primary 
Distribution 


Com’! 

Power 
High Domestic 
Service 


$143 1,000 kw. 1,000 kw. 


54 1,000 kw. 1,000 kw. 


1,000 kw. 1,000 kw. 


1,000 kw. 1,000 kw. 


4,608 Cust. 
4,608 Cust. 
4,608 Cust. 
4,608 Cust. 

$605,792 


2 Customers 
2 Customers 
2 Customers 

$230,712 


4 Customers 
4 Customers 
4 Customers 

$319,684 
$30,664 


$63,728 $30,031 


25% 


EXHIBIT I 





"7 ae expense represents 
the investment required and the 
operating expense incurred for trans- 
mitting energy from the generating 
plants to the distribution substations, 
together with the high-tension tie 
lines required between generation sta- 
tions and for the interchange of pow- 
er with adjacent companies. 

As neither capital investment nor 
operating expense of the transmission 
system for any given territory is af- 
fected in any manner by the number 
of customers, nor the kilowatt hours 


transmitted, transmission costs are a 
function of demand, and _ should, 
therefore, be distributed in proportion 
to the kilowatt demand of each class 
of service. 

Transmission costs vary greatly for 
different companies. Thus, a com- 
pany which can locate a generating 
plant close to the territory served, or 
which serves one city only, will have 
much lower transmission costs than a 
company of similar size which must 
locate its generating plant at a consid- 
erable distance from its customers, or 
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which must serve various communi- 
ties over a considerable area. 

Transmission, then, represents a 
function of service that depends en- 
tirely upon the particular conditions 
of the community served. The only 
degree of comparison existing for the 
transmission expense of different com- 
panies is the cost per mile, based upon 
the size of the lines and the type of 
construction used. Even here the cost 
may vary greatly due to the nature of 
the terrain, the cost of rights of way, 
the number of road crossings, and the 
direction which the lines must follow. 
Variations of these conditions may 
easily more than double the cost per 
mile of equal capacity and voltage. 
Comparison of transmission cost be- 
tween companies will be extremely 
misleading unless the conditions for 
each company are thoroughly under- 
stood. 


ae expense is somewhat 
different from that of generation 
and transmission, where all of the fa- 
cilities are used by all classes in di- 
rect proportion to their individual de- 


mands. All of the substation facilities 
are used by the primary distribution 
power and by the domestic groups; 
only part of them, however, are used 
by the high-tension group because it is 
served directly from the transmission 
system before the current is stepped 
down to distribution voltage. Similar 
to transmission, substation cost is a 
function of demand, and has been dis- 
tributed accordingly. 


W: now have the total direct 
“gateway costs” ; that is, all cap- 
ital and operating costs (exclusive of 
taxes, renewal reserves, and general 
expense) up to the point where the 


current is stepped down for the pri- 
mary distribution system. 
Summarizing the costs up to this 


point, we have: 
Cost per 
Kw. Hr, 
Used 
(Mills) 


Total 
Cost 


Domestic $38,450 
Primary distribution power 44,398 
High-tension power 42,691 


Gateway costs are given in this 
analysis because the usual inference 
that the kilowatt hour cost to all con- 
sumers should be the same at the gate- 
way is incorrect and misleading. Two 
of the principal factors of gateway 
costs are demand and use. In the al- 
location of cost to classes of service, 
these factors cannot be ignored. Class 
of service costs at the gateway may 
frequently show a three to one dif- 
ferential. 

Electricity is not like water, where 
a large quantity can be stored in a 
reservoir to be tapped out at the con- 
venience of the consumer. Facilities 
must be provided for the maximum 
demand of each class of service. 
Therefore, with an equal kilowatt de- 
mand, the extent of use by the several 
classes of service of the facilities re- 
quired by each class is the governing 
factor of the gateway cost per kilo- 
watt hour. 

A simple illustration of this point 
is appropriate. If an automobile is 
hired for one day at a price of $10, the 
unit cost per mile will be 10 cents if 
the car is run 100 miles, and only 5 
cents if run 200 miles. Unit cost de- 
pends entirely upon the facilities re- 
quired and the units manufactured or 
used in a given length of time. This 
principle holds true for any type of 
honest cost keeping, whether for man- 
ufacturing plants or electric utilities. 
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Cost Data 


Unit Costs Units Usep 
Commercial Com’! Commercial Commercial 
Power Power Power Power 
Domestic Primary High Domestic Primary High 
Operating Expense Service Distribution Tension Service Distribution Tension 


Generation 
12, Energy per kw. hr. cus- 

tomers’ meters -00310 -00283 .00272 2,580,480 kw. hr. 5,168,400 kw. hr. 6,482,400 kw. hr. 
13. Standby per kw. of di- 

versified demand at 

customers’ meters ... $6.94 1,000 kw. 
14, Transmission per kw. 


of diversified demand 
at customers’ meters 2.80 5 ; 1,000 kw. 1,000 kw. 1,000 kw. 


1,000 kw. 1,000 kw. 


15. Substation per kw. of 


diversified demand at 
customers’ meters .. 1.39 . PB 1,000 kw. 1,000 kw. 1,000 kw. 


Distribution 

16, Primary system per kw. 
of diversified demand 
at customers’ meters 1.64 P os 1,000 kw. 

. Secondary transformers 

per kw. of diversified 
demand at customers’ 
meters 

18. Secondary system per 
customer i .. 4,608 Customers cond ions 

19. Services per customer ‘ 5.47 4.87 4,608 Customers 4 Customers 2 Customers 

20. Meters per customer .. ° 28.24 25.99 4,608 Customers 4 Customers 2 Customers 


1. Utilization per customer ‘ 36.90 135.00 4,608 Customers 4 Customers 2 Customers 


1,000 kw. 


2. Commercial per custom- 
46.35 49.00 4,608 Customers 4 Customers 2 Customers 


. New business per cus- 
tomer kw. demand .. ‘ 5 1.45 4,608 Customers 1,000 kw. 1,000 kw. 
. General—to direct op- 
erating expense ... $59,910 $29,039 $27,749 


. Taxes—to physical 
vestment P ° $661,525 $345,259 $248,708 


. Renewal reserves—to 
physical investments $661,525 $345,259 $248,708 


Kw. diversified demand 
per customer 7 oe .217 kw. 250 kw. 500 kw. 


Group load factor .... ‘ e* + 29.4% 59.0% 74.0% 
EXHIBIT II 
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W: now come to the much dis- 
cussed cost of the distribution 
system. This term should not be con- 
fused with that of “distributing cost,” 
which is a rather indefinite phrase. 
The general understanding of “dis- 
tributing cost” is that it starts at the 
step-down transformers of the distri- 
bution substation, and ends when pay- 
ment is made at the cashier’s window. 
In this analysis, distributing cost must 
necessarily cover all phases of invest- 
ment and operating costs. 

The cost of the distribution system 
proper includes return on the capital 
investment made for the primary and 
secondary systems, secondary trans- 
formers, meters, and services, togeth- 
er with the necessary maintenance and 
operating costs incidental to their use. 

It is in distribution cost that one of 
the greatest variation of unit cost oc- 
curs. The high-tension consumer can- 
not be charged with any part of the 
distribution cost other than that of the 
investment required for and the main- 
tenance of his meter and service. A 
study of Exhibit 3 will show that an 
investment of $320,576 is required 
for the domestic group as compared 
with $51,904 for the group served 
from the primary distribution lines, 
and $2,172 for the high-tension group. 
Thus the total distribution investment 
for the domestic group is almost 150 
times as large as that required for the 
high-tension group, although the unit 
investment per high-tension customer 
is almost sixteen times greater than 
that for the domestic customer. 

The fairness of the calculation used 
for the investment in distribution fa- 
cilities and for operating costs inci- 
dental to their use, is clearly illustrat- 
ed in Exhibit I, lines four to eight in- 


clusive. Note that although there is 
no investment required for a high- 
tension consumer for primary, second- 
ary, or secondary transformer facili- 
ties, the investment required for his 
meter and service is $1,086, as com- 
pared with $29 for a domestic con- 
sumer, giving cost per customer for 
high-tension service thirty-seven times 
that for domestic service. The differ- 
ence in use, however, makes the cost 
per kilowatt hour for the former only 
.02 mills, while for the latter it is 3.88 
mills. 

The differential in distribution op- 
erating cost between the two classes is 
just as striking as that for capital in- 
vestment. Operating cost for a meter 
and service required for the domestic 
consumer is $1.03, compared with 
$30.86 for the high-tension consumer, 
a ratio of one to thirty. 

The total distribution cost of the 
facilities required for each class of 
service is a striking illustration of the 
second major cause in the cost per 
kilowatt hour differential. 


. § igeensnage-nent expense represents the 
costs incurred for free services 
rendered on the customers’ premises. 
In this analysis, the cost of free lamp 
renewals is not included. Utilization 
investment and operating expense per 
customer of the domestic class, are 
quite small compared with that of the 
high-tension consumer. As both the 
operating expense and most of the in- 
vestment costs can be charged direct- 
ly to the class of service for which 
they were incurred, there should be no 
chance here for a difference of opinion 
on their correct allocation. Utiliza- 
tion costs will vary between companies 
in direct proportion to the free service 
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Capital Value 


1, Generation 

2. Transmission 

3. Substation 
Distribution 

Primary system 

. Secondary transformers 
. Secondary system 
. Service 

Meters 

. Utilization 
General 

. Working capital 


4. 
5 
6. 
7. 
8. 
9 
0. 
1 


1 
1 


Total Capital Value 
7 per cent return 


Operating 
Generation 
12. Energy 
13. Standby 
14. Transmission 
15. Substation 


Distribution 
. Primary system 
. Secondary transformers 
. Secondary system 
. Services 
. Meters 
. Utilization 
. Commercial 
. New business 
. General 


Total Operating 


. Renewal reserves 


Total Cost 


Details of Cost of Service 


Commercial 
Power 
Domestic Primary 
Distribution 


$156,000 
59,000 


$352,767 


$14,627 
600 


$140,391 
EXHIBIT III 
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furnished to the various customers. 

It is rather unfortunate that the 
utility which furnishes the best pos- 
sible service for trouble incurred by 
the domestic consumer on his prem- 
ises, must show a higher utilization 
cost than one whose policy is such that 
will compel the consumer to seek as- 
sistance elsewhere, at his own expense. 
Service of this nature is furnished by 
the utility at cost, and is available 
twenty-four hours a day. Thus, the 
high utilization cost of a utility may 
frequently represent an actual saving 
in overall cost to the consumer. 


Biceps pe costs are comprised 
of all expense incurred for con- 
tracts, meter reading, billing, custom- 
er bookkeeping, and collection of ac- 
counts. 

These costs are similar to the com- 
mercial costs of many other kinds of 


business. To illustrate the similarity 
of utility commercial cost with those 
of manufacturing industries, let us 
take the sale of any commodity: 

A carload shipment to one customer 
will require far less bookkeeping and 
collection expense than the same quan- 
tity shipped to 200 individual custom- 
ers. Likewise the costs incurred by a 
railroad for the carload shipment will 
be far less than the total cost of less- 
than-carload shipments to 200 individ- 
ual customers. Thus, with all other 
conditions being equal, the unit com- 
mercial cost on bulk sales will be low- 
er than those for sales of smaller 
quantities. This is simple but sound 
economics. 

Commercial costs are easily appor- 
tioned. The expense incurred for the 
reading of power meters and the bill- 
ing of wholesale consumer, can be kept 


separate from that incurred for retail 
consumers. Commercial overheads 
are allocated in direct ratio to the di- 
rect expense incurred. Nothing could 
be more fair than this method. It 
makes obsolete the old practice of as- 
signing the average commercial cost 
to each customer. Commercial ex- 
pense shows a wide differential be- 
tween classes. For the domestic group 
in this analysis, there are 4,608 ac- 
counts at $3.13 each, compared with 
two high-tension accounts of $49 
each, a ratio of cost per customer of 
one to sixteen. Again, because of the 
vast difference in use, the cost per kilo- 
watt hour for the domestic class is 
560 times greater than that for the 
high-tension group as shown in the 


following tabulation : 
Cost per 
Total Kw. Hr. Kw. Hr. 
Cost Used (Mills) 


Domestic customers $14,423 2,580,480 5.59 


High-tension cus- 
tomers 98 6,482,400 01 


N™ business expense as shown, 
represents expense incurred by 
the particular requirements of each 
class of service. 

Variation of new business costs be- 
tween companies depends largely up- 
on local conditions—economic, com- 
petitive, and the degree of saturation. 
New business promotion, in logical 
proportion to the potential business 
available, will increase consumption, 
which in turn, has a definite bearing 
upon the reduction of unit cost. Costs 
of this nature are not, therefore, com- 
parable between companies except 
through the application of correction 
factors for the equalization of local 
conditions. 


| Pyenegeeny costs include a multiplic- 
ity of charges, which the limita- 
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Overall Cost of Service 


Torat Cost Unit Cost per Kw. Hr.—MIi11s 
Com’l Com’) 
Power Power 

Primary High 
Distr. Tension 


6.22 


Commercial 
Power 
High 
Tension 
$33,841 

6,310 


Commercial 
Power 
Primary 
Distribution 


Domestic 
Service 


10.02 
2.68 


Domestic 


Expense Service 


Generation $32,148 
Transmission 6,860 


Substation f 5,390 2,540 
Distribution 3,848 214 
Utilization 147 413 448 
Commercial 185 98 


New business 1,540 1,450 
General 3,816 3,172 


Working capital 526 537 
Taxes 4,557 3,258 


Renewal reserves 10,358 7,461 
$69,641 $59,329 
EXHIBIT IV 











come. It is self-evident that the fore- 


tion of space precludes from analyzing 
here. Many of these items can be ap- 
portioned through departmental func- 
tions to classes of service. Those 
which cannot, are allocated in direct 
proportion to the capital investment 
and operating expense incurred by 
each class. This method eliminates 
the unfairness that would be shown 
were these costs spread on a customer 
basis. 


HERE are a number of taxes that 

must be considered, chief of 
which are those on property, gross 
revenue, and income. Property tax is 
allocated on the capital investment 
charged to each class of service; reve- 
nue tax on the basis of gross receipts ; 
and income tax on the basis of net in- 


going method of allocating taxes is 
fair and equitable. 


ee reserves are set up and 
are charged on a basis of 3 per 
cent of the capital value assigned to 
each class of service. Whether this 
should be 2 per cent or 4 per cent is 
a matter of judgment, dependent upon 
the type of construction and the de- 
gree of property maintenance in effect. 

As long as the same rate of depre- 
ciation is used for each class, the per- 
centage used has little effect on the 
relative results obtained. 


L peneronn capital is computed on 
the basis of three months’ op- 


erating expense, excluding taxes and 
depreciation, of each class of service. 
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By analysis, even when based up- 
on actual conditions, good judg- 
ment, and wide experience, is always 
subject to debate. In my analysis, 
many technical conditions that have 
but a minor effect on the ultimate re- 
sult, have been intentionally eliminat- 
ed. Through the simplification of the 
mechanics I have used, it is believed 
that a better understanding of the 
problem may be had by those whose 
knowledge of the subject of cost of 
electric service is somewhat limited. 
The relative investment values, and 
the operating costs assigned to each 
class of service, are fair and impartial. 
The capital investment used has been 
checked by disinterested valuation 
engineers and found to represent fair 
value. The operating expenses reflect 
the normal degree of service the pub- 
lic has been educated to expect. 
Whether or not this service is better 
than is necessary is aside from the 


particular problem under discussion. 
The 5.95 to 1 ratio developed for 
the unit costs of domestic and high- 
tension power consumers, is that 
which exists within this analysis. 
This ratio will vary between compa- 
nies, dependent upon local conditions. 
It is quite possible that it could be as 
high as ten to one when extreme con- 
ditions are taken into consideration. 


HE outstanding facts developed 

by this analysis are that the unit 
cost per kilowatt hour for the domes- 
tic customer is dependent upon the 
overall cost of the facilities required 
and the extent of the use thereof. As 
this overall cost is but slightly in- 
fluenced by increased use, there can 
be but one answer to the problem of 
lower cost per kilowatt hour for Mr. 
Domestic. That answer obviously is 
greater kilowatt-hour use of the serv- 
ice. 





A One-man Telephone Company That Defied 
a Rate Cut 


HE outspoken representative of the Standard Telephone Company 
came down from the mountains and warned the Georgia Public Service 
Commission in Atlanta that any attempt to cut the “company’s” rates would 


end in a fight. 


HE representative, M. C. York, owner, lineman, installation man, 
truck driver and general supervisor pro bono publico of his one-man 


telephone company, had been called by the commission in its blanket order 
to all telephone companies to show why their rates should not be cut. 


ONTINUING in its inimitable defense, Mr. York said, “I like folks 

more’n I like money, and I think I made $425 last year, but I get 
pleasure out of life in giving folks good service at a low rate. My sub- 
scribers told me if I got in a pickle with you fellers to let ’em know. 
They’re satisfied and I don’t want you fellers messing ’round with my rates. 
I don’t want an increase—wouldn’t have it—and if you fellers try to cut 
my rates you'll have a fight on your hands.” 


r. YorK can probably boast of the best public relations in the United 
States, for it is doubtful whether any other utility is held in such 
affection by its patrons that they will literally fight the state commission. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


Henry A. WALLACE 
U. S. Secretary of Agriculture. 


CLARENCE E, Martin 
President, American Bar 
Association. 


SmitH W. BrooKHART 


Former U.S. Senator from Idaho. 


A. A. Berze, Jr. 
Economist. 


HenrIK SHIPSTEAD 
U. S. Senator from Minnesota. 


Davin F. Jorpan 
Professor of Finance, New York 
University. 


CrarK McApAms 


Editor, St. Louis Post Dispatch. 


H. Lester Hooker 
President, National Association 
of Railroad and Utilities 
Commissioners. 


—MonTAIGNE 


“Should we not begin to deal with the milk industry 
as a public utility?” 
we 


“The movement towards ultimate destruction of state 
sovereign powers is well on its way.” 


v 


“No one item has contributed more acutely to this 
national economic disaster than the railroad transporta- 
tion system of the country.” 


v 


“When we learn to use our own political 
mechanism better, the arguments for public ownership 
are likely to become irresistible.” 


* 


“With the completion of the inland waterway program 
I am confident the Northwest will, within a few years, 
enjoy a revival of agriculture and business activity.” 


> 


“Tt is not generally recognized that an average return 
of 5 per cent upon invested capital over an extended 
period of years requires investment skill of a high order.” 


* 


“Tt is useless to talk about regulating the utilities— 
useless because it cannot be done and useless because it 
would not solve the problem of the cities if it could 
be done.” 


* 


“The most outspoken critics of prevailing rates may 
be determined to wreck the utilities, perhaps. The 
general public, however, I sincerely believe, is willing 
to ‘live and let live’; it is willing to pay rates for the 
utility services it consumes sufficient under normal 
conditions to cover the operating expenses, taxes, and 
a fair return on the fair value of the property of the 
public service corporation rendering the service. Is 
this not the same principle which permeates all judicial 
rulings as to the determination of fair rates?” 
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What the State Commissioners 
Are Thinking About 


Excerpts from the opinions expressed in reports 
and addresses at the annual convention of the 
National Association of Railroad and Utilities 


Commissioners 


in Cincinnati, 


Ohio, from 


October 10th to October 13th, 1933 


On Air Transportation 


x4 RANSPORTATION on the high seas, on 

railroads, and over the highways has 
been encouraged by government financial as- 
sistance, usually in the form of a subsidy, and 
after the particular enterprise was fairly well 
established then came the regulation of in- 


vestments, rates, practices, et cetera. Air 

transportation is entitled to similar support.” 
—Hon. Fay Harpine, 

Chairman, North Dakota 

Railroad Commission. 


& 
On Federal Regulation 


<4 wn the side of those who aim to de- 
stroy the present  agaeer of regula- 
tion are lined up those who seek to under- 
mine the sovereignty of the states by 
strengthening the force of the Federal arm, 
by extending Federal regulatory powers over 
utilities operating within the states, in usurpa- 
tion of the authority of the state commis- 
sions. At least some of the proponents of 
this policy are actuated by the desire to weak- 
en, to discredit, and finally to replace state 
regulation as a step toward the en 
of regulatory powers in Washington and 
timate government agg and operation.” 
—Hon. H. Lester Hooker, 
Retiring President, National Association of 
Railroad and Utilities Commissioners. 


(74 F course, the need for Federal regula- 

tion, where it develops, always brings 

the attendant danger of undue centralization, 

a danger which can be counteracted only by 

utilizing state and local authorities to the full 

extent of their possibilities. I shall endeavor 

not to overlook this aspect of the questions 
which 1 am studying.” 

—Hon. Josepn B. Eastman, 
Federal Coérdinator of Transportation. 


(74 pra utility services regulated by Fed- 
eral some 4 are the only ones which 
have not decrease that is, freight rates and 
telephoné rates.” 
—Hon. Rmey E. Etcen, 
Chairman, District of Columbia Public 
Utilities Commission. 


e 


On Intercorporate Relations 


<4 A TANGLED maze of pyramided and in- 
terlocking companies, most of which 


578 


are far removed from the local operating com- 
panies, present difficulties in rate making 
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which, if not removed, will result in a short 

time in the complete circumvention of the ex- 

ercise of governmental control of public util- 

ity rates and in a renewed and insistent de- 
mand for governmental ownership.” 

—Hon. Paut A. WALKER, 
Chairman, Oklahoma Corpora- 
tion Commission. 


6o/T ne following numbered comments are 
set forth below for the purpose of di- 
recting thought to various holding company 
—— which members may wish to discuss 

briefly when the report is being considered at 
the round table: 

“1. That appropriate amendment has been 
made to the Interstate Commerce Act for the 
regulation of such holding companies in so far 
as they control railroads. 

“2. That, whereas there are many respon- 
sible holding companies occupying the field, 
there has been, and is, almost a complete lack 
of financial responsibility requirement in the 
field of regulation. 

“3. That investors have been deceived and 
afforded no protection against exploitation of 
irresponsible groups. 


“4. That investment trusts and private 


groups have assumed financial responsibility 

beyond their experience and ability, and 

should never have been permitted to enter the 
Id. 


“5. That the investments and security ac- 
counts of many local utilities have been in- 
creased, operating expenses enlarged, and net 
earnings diminished by holding company re- 
quirements and exactions. 

“6. That thus far holding companies act 
outside and beyond the banking laws and 
regulations. 

“7. That there is no publicity of their ac- 
counts and practices and in some cases they 
refuse to disclose them. 

“8. That the control of this character of 
financing is both a Federal and a state func- 
tion for the protection of the operating utility 


against ruinous holding sonar practices. 
The state should provide for thorough-going 
regulation as hereinafter noted, and the Fed- 
eral government should also provide for cor- 
rective regulation, particularly the standardi- 
zation and publicity of holding company ac- 
counts, to be made available upon request to 
state legislatures, courts, and commissions. 

“9. That the state regulation of such hold- 
ing companies is necessary for the future in 
so far as they control or attempt to control 
the securities of the operating utilities, which 
experience teaches has in all too many cases, 
left such operating utilities in an unmain- 
tained condition and without credit and abil- 
ity to secure finances for the purpose of tak- 
ing care of deferred maintenance, extensions, 
and necessary new financing. 

“10. That to the extent that such holding 
company control results in forcing loans, se- 
curity issues, and unwarranted dividends from 
operating utilities for the use of holding com- 
panies and not for the use and benefit of said 
operating utilities; power should be lodged 
with the state commissions to reject all such 
practices. 

“11. That in so far as codrdinated regula- 
tory Federal and state control can be worked 
out, this may be desirable and necessary, but 
to the extent that there are abuses an ad bue- 
densome exactions, acquiesced in by the local 
utility responsive to financial holding com- 
pany demands, and which weaken the oper- 
ating utility by losses of essential reserves, 
credit, etc., and thus adversely affect the rate 
structure for which the states are responsi- 
ble, no concession of power in this direction 
should be permitted. It is the state’s duty to 
protect its people in such cases by taking the 
power away from local operating utilities to 
negotiate such contracts without the consent 
of the state.” 

—Report of the Committee on a Hy 

rate Relations under the chairmanship of 
—Hon. Joun F. SHAUGHNESSY, 
Chairman, Nevada Public 
Service Commission. 


On Depreciation 


¢¢ J] Hore that the Interstate Commerce 

Commission will do the only fair and 
reasonable thing and recommend to Congress 
that the promulgation of a uniform system 
of accounts and the determination of depre- 
ciation rates be removed from that commis- 


= 


sion’s jurisdiction. Until that is done effec- 
tive regulation cannot be expected from state 
bodies.” 
—Hon. Ruy E. Etcen, 
Chairman, District of Columbia Public 
Utilities Commission. 


On Commission Regulation 


Te HE key words in public offices should 
be honesty and efficiency. Neither 
popular appeal nor public clamor should sway 


a public official from the path of fairness and 
justness. In times of economic stress, men 
of strong minds and courageous hearts are 
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needed in public office, in order that even- 
handed equity be meted out to all.” 
—Hon. H. Lester Hooker, 
Retiring President, National Association of 
Railroad and Utilities Commissioners. 


(74 HERE appears to have been instituted 

a widespread campaign against state 
regulation. Just what is behind it is not plain. 
We know there are elements favoring govern- 
ment ownership and operation. It seems, 
therefore, that if state regulation is wise, it 
should be defended, and who is so well forti- 
fied to defend the work of the regulatory 
commissions as the commissioners them- 
selves? 

“Tt now behooves the friends of regulation, 
and all who believe it has been for the public 
good, and that its future existence is essen- 
tial, to defend it. Regulation of utilities, by 
state commissions, is essentially sound, and 
criticism will not destroy but benefit it, and 
make its future more certain. Criticism of 
state regulation, extensive as it may have 
been, has been less severe and widespread 
than has the criticism of many of the other 
activities of government, whether Federal, 
state, or municipal.” 

—Hon. H. Lester Hooker, 


(4 4 HEN we think of the nation-wide 

scope of the criticism of criminal law 
enforcement, the complaint against state regu- 
lation fades into insignificance. We do not 
seek to abolish the law against crime, or to 


e 


abolish municipal government, state govern- 
ment, or Federal government, because of 
criticism. Criticism does not mean that an 
institution is a failure and should be abol- 
ished, but it may mean that it is imperfect, 
and may lead to its improvement. . . 
Transformations have taken and will contin- 
ue to take place, which have imposed and will 
impose additional burdens and new powers 
upon the commissions. These can only be 
adequately dealt with as our laws are amend- 
ed and our appropriations increased.” 

—Hon. H. Lester Hooker, 


T 4 tso, I desire to state clearly that, no 
matter how my remarks may sound, 
through awkwardness of expression, and here 
I am sure I speak for the entire Pennsylvania 
commission as well as for myself, I am not 
now and never have been and could not ever 
become anti-utility. On the contrary, I am 
earnestly pro-utility, wishing all utilities the 
highest success. This to me means that they 
shall, through efficiency and close attention to 
their high public duty, succeed splendidly in 
giving good service to the public, without dis- 
crimination and with the reward of a full 
fair return to themselves. Without such suc- 
cess and such fair profit a utility cannot con- 
tinue to serve the public well. Harm to the 
utility is harm to the public. If we are pro- 
public, we must for that reason be equally 
pro-utility.” 
—Hon. Georce W. Wooprurr, 
Member, Pennsylvania Public 
Service Commission. 


On Motor Carrier Regulation 


<4 HE position of the railroad commis- 

sions and other regulatory authorities 
of the different states is a judicial one. Their 
full duty and obligation call for an un- 
prejudiced attitude toward railroad traffic, 
commercialized highway traffic, and the pub- 
lic, bearing in mind always the preponder- 
ance of the public’s rights. Those asking 
use of the public highways for hire must 
be judged as to responsibility, efficiency, and 
safety. The railroads must be allowed to 


7 


earn their keep. The public must be efficiently 

served as to convenience and necessity and 

adequately protected in safety of person and 

property. No matter how complex the de- 

tails may be, the basic considerations are 

few and simple. The fundamental purpose of 

all traffic regulation is to achieve the maxi- 
mum benefit.” 

—Hon. Ernest O. THompson, 
Chairman, Texas Railroad 
Commission. 


On Informal Rate Negotiation 


a4 Come the opportunity to act comes 

suddenly and there is no time to pre- 
pare. In such cases one or more commission- 
ers sit around the table with the committee 
of complainants and the representatives of 
the utility and lend the good offices of the 


commission as mediator. Thus in one case 
this year, the only conference needed lasted 


from two o’clock to six. There was strong 
animosity at first. The commission procured 
a cards-on-the-table explanation by the util- 
ity of a deal affecting its property ownership, 
which removed all bitterness and the parties 
departed for a veritable love feast with the 
gas rates reduced voluntarily from a flat rate 
of 65 cents per thousand cubic feet to a slid- 
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ing scale of 60, 55, 50, and 45 cents per thou- 
sand. Another time the same borough au- 
thorities called on the commission to act in- 
formally as a mediator in their complaint 
against electric rates, and by the good luck 
that a franchise, limited to twenty-five years, 
was lapsing soon, a material reduction in rates 
was obtained not only for that borough but 
for the entire district averaging some 50 miles 
in diameter. This took only three confer- 
ences. I could cite many other successful in- 
stances, occurring within the last year and 
each depending on its own peculiar circum- 
stances, which came to the commission un- 
expectedly because consumers discovered that 
we had started definitely on a course of in- 
formal efforts to obtain reduction of utility 
rates.” . 

—Hon. Grorce W. Wooprurr, 
Member, Pennsylvania Public 
Service Commission. 


(74 pee experience has brought 
out encouraging facts in favor of in- 
formal negotiation, far exceeding my person- 
al expectations, particularly the following: 
“1, Not once has a company tried to argue 
against being called into such conferences. 
“2. At no such meeting has the president 
of the company been absent. Sometimes the 
president of the holding company attended 
also. I have yet to see this happen at for- 
mal hearings. These are left to the attorneys 


e 


and expert witnesses who often succeed in 
making black look white and white black. 

“3. Contrary to experience with such 
prejudiced witnesses at formal hearings, I 
have never heard a representative of a com- 
pany at an informal conference, tell anything 
which did not appear truthful or which was 
found untruthful. 

“4, Never thus far, in spite of unprecedent- 
ed bad business conditions, has any company 
refused to make some reductions. They have 
sometimes urged delay to see how business 
and the NRA might come out. When the 
reductions offered seemed meager they have 
sometimes promised to come back for fur- 
ther conference the moment their business 
might begin to show a return toward even 
the 1930 or 1931 normal. The dollar and 
cents reductions voluntarily made by all utili- 
ties as a result of informal conferences in 
Pennsylvania, for a trial period of about fif- 
ten months, has been somewhere around $4,- 
000,000 per year, which if capitalized, even 
for a 5-year period, represents capital sav- 
ing to consumers involved of $20,000,000,— 
and the surface has not been deeply scratched. 

“5. The most surprising thing, however, to 
me, is the fact that, except in certain cases of 
quick and invited mediation, the consumers 
who profit by this successful informal work, 
are either totally indifferent, or in some cases 
_ a with results as ‘worse than nothing 
ia.” 

—Hon. Georce W. Wooprurr 


On Safety of Railroad Operation 


24 Fic treatise on the safety of operation 

would be incomplete without a cita- 
tion of the safety records of railroads. In 
1920, 74 passengers were killed in train acci- 
dents, average 1922 to 1926, 77 per year. 
Organized movement toward the enforcement 
of operating safety rules with improved equip- 
ment has reduced passenger fatalities to a 
marked degree. In 1932 only one passenger 
on an American railroad lost his life in a 
train accident, although nearly 480,000,000 pas- 
sengers were carried a total of 17,000,000,000 


e 


passenger miles. The significance of this may 
perhaps be better grasped if we realize that 
a billion passenger miles is equivalent to 
40,000 journeys around the earth and five 
round trips to the sun. One of the larger 
railroad systems has carried over 300,000,000 
passengers during the past five years without 
a single fatality.” 
—Hon. Harry BAcHArRAcH, 
Chairman, New Jersey Board of 
Public Utility Commissioners. 


On Rate Regulation 


¢¢ JT is difficult, of course, for the rate-pay- 

ing public to understand that, when 
every other commodity has been greatly re- 
duced and operating expenses greatly lowered, 


the charges to them by the utilities should ° 


remain the same. This naturally would cause 
them to believe that the rates were too high. 
Assuming that all this is true, yet the criticism 
we hear should not be leveled at regulation. 


Commissions must obey the law; legal pro- 
cedure must be followed, otherwise the deci- 
sions, if favorable to the rate-paying public, 
would be upset in all higher courts, and the 
ratepayer injured rather than benefited, be- 
cause of the additional expense incurred which 
the consumer pays. It is not believed that 
the criticism of regulation is wanton and 
intentional, but that it is due to the lack 


581 





PUBLIC UTILITIES FORTNIGHTLY 


of a full knowledge of all the facts and 
circumstances attendant with regulation. 
These laws make it the duty of the com- 
mission to see that reasonable and non- 
discriminatory rates are charged to the rate- 
paying public, and that reasonable and ade- 
quate service is afforded to those served. 
—Hon. H. Lester Hooker, 
Retiring President, National Association of 
Railroad and Utilities Commissioners. 


co ame the duty of regulatory commis- 
sions is to protect the public—that 
is, to use all lawful means to see that the 


public receives fair and reasonable treatment 
at the hands of those serving it—it is likewise 
their duty, in so far as Possible, to see that 
the property of utilities is not confiscated by 
reason of any order of the commissions. 
Rates which are so low as to amount to 
confiscation of property of a utility are not 
in the interest of the public, but detrimental 
to the public. Reasonably adequate and effi- 
cient service is as essential to the public as 
reduced rates. Reduced rates would not be 
beneficial unless the service afforded is ade- 
quate and aaa" 
Hon. H. Lester Hooker. 


& 
On Utility Service 


cor Be depression through which we have 
been passing has both stimulated and 
retarded improvements in service by utilities. 
Necessity being the mother of invention, some 
utilities have effected improvements in service 
which doubtless would not have been de- 
veloped in more prosperous times. Such 
improvements have been those designed to 
hold or get back business. Expensive im- 
provements which would not have that effect 
have not been made to any great extent. This 
has been due both to the inability of the 
customers to pay for any improvement of 
service and to the feeling on the part of 
the utilities of their inability to bear the total 
expense themselves.” 
—Hon. Worth ALLEN, 
Chairman, Colorado Public 
Utilities Commission. 


74 HE electric utilities are continually 

making their service more constant and 
dependable. This is not only done through 
improvement of standards of materials here- 
tofore used but through inventions of devices 
of one sort and another. There might be 
mentioned the equipment in substations, where 
temporary disconnections are restored auto- 
matically some two times, and where signals 
are automatically sent to a central dispatching 


office if there is a permanent outage. Im- 
provements along the same line are being 
made in homes and places of business. 
Duplicate feeder facilities have been installed 
so that if one line goes out service may 
be rendered by another. Transformers have 
been improved. Employees have been more 
intensely trained in giving service to the 
public. Generally, the utilities are trying to 
remove the human element.” 
—Hon. WortH ALLEN. 


74 Fe a time there appeared to be an 
increase in the number of accidents to 
utility employees, but the period over which 
the increase extended was of such short 
duration that it may not be charged directly 
to the effort to save expense. The depression 
has, of course, caused a reduction in the 
revenues of the operating companies, the 
power consumers falling off first, the com- 
mercial users following, and the final effect 
felt being the decrease in residential consump- 
tion. This reduction in demand has in it- 
self reduced the amount of replacements 
necessary, and in some instances has even 
improved voltage conditions.” 
—Hon. THEopoRE KRonSHAGE, JR., 
Member, Wisconsin Public 
Service Commission. 


e 


On Motor Carrier Competition 


“T= NRA has come into the transpor- 
tation picture with a suggestion of 
codes for motor freight vehicles. What these 
codes may contain and the effect thereof can- 
not be foretold. If the code, when adopted, 
is effective on all motor vehicle operators and 
results in a material increase in the present 
cost of transportation then of necessity there 
must be an increase in the charges to the 
public and probably a lessening of competi- 


tion of motor vehicle transportation with the 
rail carriers.” 
—Hon. Paut A. WALKER, 
Chairman, Committee on Railroad Rates. 


col" HE great purpose today is to maintain 
a just balance of right and equity be- 
tween the three affected interests—railroads, 
commercial motor vehicles, and the public. 
The public must be viewed from three angles, 
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as owner of the highways as primary user of 
the highways, and as customer of the trans- 
portation agencies. Full regard should be 
taken of those preponderant rights, but com- 
mercial interests must not be extinguished 


e 


by them. To do this would destroy the whole 
fabric of benefits that is derived from pay- 
traffic on the < ay =a 
—Hon. Ernest O. THompson, 
Chairman, Texas Railroad Commission. 


On Railroad Rates 


“cc HE question of railroad rates, while 

vital in the ultimate picture is perhaps 
of minor relative consequence today, because 
it is so far overshadowed by the questions 
of competitive transportation factors and the 
coordination of the railroads among them- 
selves and with other forms of transporta- 
tion taking away business which the railroads 


e 


formerly handled and which they might 
handle now if they had a free field or had 
they kept constantly abreast of the spirit 
of the times.” 
—Hon. Paut A. WALKER, 
Chairman, Committee on 
Railroad Rates. 


On Grade Crossing Elimination 


T= question has arisen whether aid can 
be secured from the Federal govern- 
ment under the National Industrial Recovery 
Act to accelerate the prosecution of grade- 
crossing eliminations. ... An examination of 
the National Industrial Recovery Act dis- 
closes that grade crossing eliminations are 
specifically mentioned in § 204. The grant 
under that section is, however, to state 
highway departments and in some of the 
states, at least, the jurisdiction over grade- 
crossing elimination is vested in the regula- 
tory commissions, so that in those states it is 
becoming increasingly evident that no help 


e 


can be secured from that source, but that the 
money will be used under the regulations re- 
cently promulgated by the Secretary of Ag- 
riculture almost exclusively for highway con- 
struction. The suggestion has therefore 
been made that grants of money might 
be secured under § 203, which in effect 
provides for the application of government 
aid for 30 per cent of the cost of materials 
and labor in the project, leaving the 
to be borne by the state and the railroads.” 
—Hon. Leon G. Goptey, 
Member, New York Transit Commission. 


On Taxicab Service 


74 HE taxicab problem has been growing 

in importance during the past two or 
three years. Conditions existing in a number 
of cities have been very chaotic. Some of the 
taxicab organizations have been so conducted 
that the drivers of the cars are required to 
make a great number of trips in a day in 
order to realize any adequate return to them- 
selves from the meager fares charged. The 


e 


result has been in some cities an astonishingly 

large number of accidents resulting from the 

speed at which the taxicab drivers drive. In 

the city of Denver in the month of December, 

1932, over eighty per cent of the speeding 
cases were against taxicab drivers.” 

—Hon. WortH ALLEN, 
Chairman, Colorado Public 
Utilities Commission. 


On Transportation Regulation 


T4 J Ng ig factor which has greatly affect- 

ed urban transportation has been the 
springing up of low rate taxi service. In 
many communities great fleets of cars have 
been granted municipal licenses as taxis and 
the use is becoming more 4nd more general 
with resultant adverse effect upon the exist- 


ing railway and bus lines operating under 
franchises and municipal grants over certain 
specified routes at prescribed rates of fare 
and upon regular schedules. The operation 
of these taxis is relatively new. One can 
ride from any point in a municipality to any 
other point for a flat rate of ten or fifteen 
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cents, the service being comparable to store- 
door delivery and pick-up service of trucks 
in comparison with railway service. The 
time is unquestionably coming when some 
regulation other than that of municipalities 
of these taxi lines must be given considera- 
tion. At the present time many municipalities 
have local restrictions as to fare, hours of 
labor, indemnity insurance, etc., but under 
the laws of Wisconsin anyway, and presum- 
ably in many other states, these taxi lines 
are not subject to the regulation of any state 


e 


body. If the street railways and the urban 
bus lines now regulated by the state are a 
necessity, some legislation must be framed in 
order to coordinate urban transportation 
facilities. It is futile to attempt to compel 
a street railway or urban bus line to give 
adequate service at reasonable rates when it 
meets with unrestricted competition unregu- 
lated by the same authority.” 
—Hon. THeopore Kronsuaceg, Jr., 
Chairman, Wisconsin Public 
Service Commission. 


On Valuation 


6é we the Valuation Act was originally 

enacted in 1913 the immensity of the 
task of railroad valuation was not understood. 
It was estimated that the cost would be but 
a few million dollars; it has actually cost the 
government alone in excess of forty-six mil- 
lion. The idea was doubtless entertained that 
when valuations were once made it would 
be a comparatively easy task, costing but little 
money, to keep them current by revisions 
‘from time to time’ and ‘in like manner.’ 
The work of making original valuations went 
on for twenty years, however, and the pri- 
mary valuation, though practically completed, 
was not entirely so. The carriers, naturally 
desirous of obtaining the highest possible 
values placed on their properties, employed 
able counsel and other experts, and urged 
every conceivable claim that might operate 
to increase their values. These claims had 
to be met by counter evidence from the 
commission’s bureau of valuation. In con- 
sequence, hearings became prolonged, last- 


e 


ing sometimes many months.” 
—Hon. Frep P. Wooprurr, 
Chairman, Iowa Board of 
Railroad Commissioners. 


74 HE cost of Federal valuation to the 

government up to June 30th of this 
year has been $46,302,331, which includes an 
unsegregated amount for valuation work in- 
cident to recapture of excess earnings under 
Section 15a. At congressional hearings to 
amend the Valuation Act it was stated by 
carrier representatives that expenditures by 
the railroads aggregated almost $138,000,000. 
The commission’s appropriation for valuation 
work, now that the Valuation Act no longer 
requires revaluations ‘from time to time’ and 
the recapture provisions of Section 15a have 
been repealed, has been greatly reduced. Its 
appropriation for the current fiscal year is 
$1,000,000, as compared with $2,750,000 for 
the previous fiscal year.” 

—Hon. Frep P. Wooprvurr. 


Resolutions Adopted at the Convention 


ON HOLDING COMPANIES 


x4 i sare That the President be author- 

ized to appoint a special committee of 
five to prepare and present to the next con- 
vention of this association a uniform state 
law for such further regulation of utility 
operating companies as is necessary to prop- 
erly control their relations with utility holding 
companies or companies affiliated therewith 
and to include therein such jegislation for the 
control of said holding companies and affil- 
iated companies as may seem to said commit- 
tee to be expedient.” 


ON NATURAL GAS DEPRECIATION 


66) ere, That a special committee of 
three be appointed to study the meth- 
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ods to be used in determining depreciation of 
natural gas properties and to report the re- 
sults of such study to the next annual con- 
vention.” 


ON MOTOR CARRIER REGULATION 


6e¢ Rie motion of Commissioner Clardy of 

Michigan, following a report present- 
ed by Chairman Dunn for the Special Com- 
mittee on Motor Vehicle Legislation, and a 
report presented by Chairman McDonald for 
the Committee on Legislation and a further 
report presented by him as chairman of the 
Special Committee on Proposed Uniform Mo- 
tor Carrier Law, it was Voted: That the 
Committee on Legislation, the Special Com- 
mittee on Motor Vehicle Legislation, and the 
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Special Committee on Proposed Uniform Mo- 
tor Carrier Law, be authorized and empowered 
to continue their efforts to secure motor 
vehicle legislation, state and Federal, along 
the lines reported by those committees to 
this convention, and with suitable power and 
discretion to make such changes and amend- 
ments as seem desirable.” 


ON FEDERAL RAILROAD RATE 
REGULATION 


cURL meee the Interstate Commerce 
Commission in I. C. C. Docket No. 
25135, Increases in Intrastate Freight Rates, 
reported 186 I. C. C. 615, in effect ruled that 
following an increase in rates allowed by the 
Interstate Commerce Commission for the pur- 
pose of increasing carrier revenues, state rate- 
making authorities have no jurisdiction to 
determine the propriety or lawfulness of like 
increases in intrastate rates, and that if such 
increases in such rates are not permitted in 
any state, the Interstate Commerce Commis- 
sion may prescribe the same, without deter- 
mining the reasonableness of the intrastate 
rates which will be produced thereby, and 


without determining whether, within the state 
in question, under the conditions there exist- 
ing, the increases will in fact increase carrier 
revenue, and 


“Wuereas there are now pending in the 
United States Supreme Court two cases in- 
volving surcharges prescribed by the Inter- 
state Commerce Commission in said proceed- 
ing for intrastate application, one being 
United States of America et al. v. State of 
Louisiana et al. and the other being State of 
—- et al. v. United States of America 
et ai., 


“THEREFORE BE IT ReEsoLvep, That the Gen- 
eral Solicitor of this association be directed 
respectfully to petition the United States 
Supreme Court for leave to file a brief in 
one or both of said cases, on behalf of the 
state commissions generally, in the name of 
this association, and to make argument there- 
on, in opposition to any enlargement of the 
jurisdiction and powers of the Interstate Com- 
merce Commission with respect to intrastate 
rates, as such jurisdiction and powers have 
heretofore been recognized and limited by the 
decisions of said court.” 


& 
As Others Saw Convention Sidelights 


oT HE Tennessee Valley Authority has 
few friends among state utilities com- 
missioners who have just concluded their an- 
nual convention here (Cincinnati). These 
men, coming from all sections of the country, 
are for the most part opposed to gov- 
ernment ownership of power plants, and 
see unhealthy and unwarranted results 
to our present economic system if the 
Federal government is going to set up 
business to compete with private indus- 
try. . . . There was some talk by members 
of the National Association of Railroad and 
Utilities Commissioners of asking for basic 
figures from the Authority, so as to have an 
idea of what it is all about. But it was de- 
cided that it might not be of any practical 
value to do this, particularly when it is ap- 
parent that there probably aren’t any figures 
that mean much at this time. The project is 
years away from being a reality, and uncer- 
tainties added to politics make predictions as 
to results—which means rates—extremely 
hazardous and, commissioners believe, of lit- 
tle value.” 
—Cuaries E. Rossins, 
Financial Writer 


and 
Newspaper Correspondent. 


sigpewe concern has been expressed pri- 
vately by several state utilities com- 
missioners here (Cincinnati), for the annual 
convention, over increased operating costs of 


utility companies occasioned by the NRA. In 
some states increased NRA costs, in addition 
to decreased business, have presented a real 
problem. 

“The chairman of the utilities commission 
of one middle western state who did not wish 
to identify his state said his commission was 
considering granting all utility companies in 
his state the right to add the NRA costs, in 
the form of a surcharge, to consumers’ bills. 
This man said his commission found the code 
increased operating expenses on an average 
of 7 percent. . .. 

“Commissioners say public insistence on 
rate reductions has abated to some extent. 
Increased operating costs have convinced the 
public that it would be unfair to compel the 
utilities to reduce rates at a time when their 
costs have been increased.” 

—Wall Street Journal, 
October 17, 1933. 


iT 4 HEN the committee on rates failed to 
make its report after a 2-day post- 
ponement, one of the big developments of the 
day failed to materialize. The committee re- 
mained in closed meeting under leadership of 
Frank P. Morgan, of Alabama. From an au- 
thoritative source it was learned that the 
problem of the Tennessee Valley project rates 
is one of the matters which has perplexed the 
rates committee.” 
—Cincinnati Enquirer, 
October 13, 1933 
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That $500 House Telephone 


sk current economic depression has 
given birth to numerous proposals de- 
signed to solve the problem of public utility 
rate making. Some of the suggestions are 
worth serious consideration; others, as is in- 
evitable under the circumstances, are destined 
for the scrap heap where they rightfully be- 
long. There is still a third group of articles 
the authors of which have stated their cases 
in such plausible form as to be convincing 
beyond their true merits. One recalls in this 
connection the well-known appraisal by Mil- 
ton of one who could “make the worse 
appear the better reason.” But plausibility 
is no adequate substitute for valid analysis. 
In the Pustic Urtiities Fortnicutty, for 
September 14, 1933, Mr. Henry C. Spurr 
contributes an article on “The $500 House 
Telephone” which calls for comment and 
analysis. It is the belief of the present writer 
that Mr. Spurr has given an erroneous in- 
terpretation of the court decisions to which 
he referred and has, by implication, made 
certain assumptions that cannot be supported 
by the facts in the case. This can be shown, 
first, by an analysis of the court decisions 
cited; second, by suggesting the unwarranted 
economic implications contained in the article. 


A* the cases cited by Mr. Spurr have been 
studied and analyzed for the purpose of 
ascertaining the use which the courts made 
of value of the service in arriving at their 
conclusions.! These cases show that the dam- 
ages given are of two kinds, compensatory 


and exemplary. Compensatory damages, 
whether for breach of a duty imposed by 
law or by contract, are allowed for the 
purpose of placing the consumer in as good 
a position as though he had not been damaged 
by wrongful act of the utility. Exemplary 
damages, sometimes called punitive damages, 
are allowed for the purpose of punishing the 
utility, on the theory that such a practice 
acts as a deterrent to future wrongful acts. 
Compensatory damages in the case of a tort 
are based upon the old Teutonic doctrine 


1For the analysis of court decisions cited 
by Mr. Spurr the writer is indebted to Mr. 
Sua W. Reeder of the Cleveland, Ohio, 
ar. 


that he who breaks pays. Punitive damages 
are analogous to fines in the criminal law. 

It is obvious that exemplary or punitive 
damages cannot measure the value of the 
service. According to this test, the more 
grossly negligent, wilful, and wanton the 
utility is in injuring its customers, the greater 
the value of its service. Mr. Spurr’s sug- 
gestion at page 323 that “The fact that 
exemplary damages of considerable amounts 
may be allowed in some cases is a further 
indication of the high value placed upon 
public utility service” is clearly without 
foundation. The argument that exemplary 
damages indicate the value of the service is 
analogous to claiming that a criminal renders 
a valuable service to society because the law 
provides fines and other penalties as a deter- 
rent. 


N® do the compensatory damages allowed 
for wrongful discontinuance of a public 
utility service measure the value of that serv- 
ice. As explained above, the purpose of such 
damages is to place the plaintiff in as good 
a position as he would have occupied had 
he not been wronged by the defendant. The 
award of such damages has no tendency to 
show what a willing buyer would pay a 
willing seller for the service under conditions 
of free competition. Assume that A sends 
a telegram to B by Western Union. Western 
Union negligently fails to deliver the tele- 
gram and A loses a contract which he might 
otherwise have secured. A sues the Western 
Union and recovers $1,000 damages for 
Western Union’s breach of duty. This does 
not show that A would have paid a thousand 
dollars for the privilege of sending the tele- 
gram rather than do without the service. It 
merely shows what A lost through the failure 
of the telegraph company to perform the duty 
which it had undertaken. 

Not one of the cases cited by Mr. Spurr 
mentions value of the service or states either 
expressly or by implication that the damages 
given measure the value of the service. 


B* the numerous illustrations cited Mr. 
Spurr seems to hold that the giving of 
any consideration to the value of service 
necessitates charging a price at least com- 
mensurate with this value. Irrespective of 
the court decisions on this matter, it is entirely 
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logical to set the value of the service as the 
upper limit that can be charged for a public 
utility service even though there be no re- 
quirement that this become a minimum as 
well as a maximum charge. A careful study 
of court decisions does not indicate any 
tendency on the part of the judiciary to con- 
fuse such maximum and minimum charges. 


A FEW illustrations will indicate the absurd- 
ity to which such a confusion might lead. 
It has been found desirable, for the purpose 
of promoting public safety, to enact regula- 
tions forbidding the flying of airplanes below 
certain levels. It does not follow that the 
prohibition against flying at altitudes less than 
five hundred feet precludes the possibility and 
the legality of flying at one thausand feet. 
Here, as opposed to the value of service in 
regulating public utility prices, it is the mini- 
mum altitude rather than the maximum which 
calls for regulation. But the minimum has 
no more effect in the limitation of the maxi- 
mum altitude than does the maximum rate 
charged by a public utility company in fixing 
the minimum rate established by the same 
company. A similar situation obtains in the 
limitation placed upon the maximum load to 
be carried by an automobile truck. If the 
maximum for a particular truck were fixed 
at three tons the application of the principles 
implied by Mr. Spurr would prevent the 
movement of such truck unless loaded at the 
time to the maximum. Similarly, any legal 
limitation upon the speed at which auto- 
mobiles may be driven would imply a com- 
pulsion to drive at least at that speed. 

Perhaps a better illustration can be found 
in the case of a water company possessing 
the sole supply of water to be sold to a 
metropolitan area. If the city were deprived 
of this service, especially if such a provision 
were announced suddenly when there was no 
opportunity to secure an alternative service, 
the loss of water would lead to serious hard- 
ships and to damages that could not be stated 
in monetary terms. In such a case, follow- 
ing the implications of Mr. Spurr’s article, 
the water company should be allowed to exact 
a charge approaching infinity. There is no 
warrant, either in court decisions or in eco- 
nomic analysis, for the assumption that a 
maximum limitation established by law is 
identical with the charge that must be exacted 
or that would be just and equitable. 


N numerous instances the author seems to 

confuse the loss that would be sustained 
by a temporary suspension of service with 
that resulting from a permanent change. The 
damage sustained by an individual finding 
himself suddenly cut off from his water supply 
might very well be much in excess of the 
loss he would sustain if only he had been 
given time to prepare himself and to supply 
an alternative service. Assume, for example, 
that an individual pays fifty dollars a year 
for water. He does this because he thinks 


it more advantageous than the expenditure 
of five hundred dollars for the digging of 
a well and the installation of an automatic 
pump. If given sufficient warning he might 
very readily dig the well and install the pump. 
However, lacking such warning, the cutting 
off of his water service would probably en- 
tail a loss vastly in excess of the price at 
which he could have supplied the substitute 
service. Conceivably this sudden withdrawal 
of service might result in the wrecking of 
his property and the loss of life, the latter 
result not to be calculated in monetary terms. 
To say, therefore, that the value of: service 
is measured by the inconvenience and the 
loss which follow the sudden withdrawal of 
this service is to draw an unwarranted con- 
clusion. 


A= fallacy underlying the analysis 
arises from the assumption that in the 
field of human relations it is true, as in 
mathematics, that the whole is equal to the 
sum of its parts. A great deal of confusion 
in social and economic thinking arises from 
this unwarranted application of a principle 
valid in mathematics but fallacious in the 
world of economic and human relations. For 
example, an individual may very well have 
a business enterprise established and con- 
structed on the assumption that he is to be 
supplied with water by one company, with 
electricity by another company, and with gas 
by a third company. The business is so 
organized that the loss of any one of these 
services would make it impossible to continue 
operations. If such a business were earning 
$300 a month then, on Mr. Spurr’s assumption, 
the value of the electric service would 
$300 a month. That is the loss that would 
be sustained by the customer if deprived 
of this service. It would be just as logical 
to say then that the water supplied by an- 
other company had a value of $300 for this 
particular customer and that gas supplied by 
a third company had for him a similar value. 
And all the statements would be true, but true 
only in the sense that in the economic world 
there is a “togetherness” and that the loss 
of any essential element makes the enterprise 
worthless. 

What is the value of one leg of a three- 
legged stool? If the stool is worth $5 its 
owner might very well be inclined to pay 
anything up to that price for the sake of 
acquiring a third leg, if only he already 
possesses two of the necessary three supports. 
By anv process of analysis could one conclude 
that the offer of $3 for one of the three 
necessary legs implied a value of $9 for 
the $5 stool? The loss of a public utility 
service falls in the same economic category. 


FOURTH assumption underlying the “$500 
house telephone” article is that, if the 
value of the service is in excess of the market 
price, the margin between these two belongs 
to the company supplying such service. It 
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would seem more logical to assign this excess, 
if due to any one, to the scientists and 
pioneers who made possible the improved 
service and not to those who, protected by 
a monopoly grant, invest their funds to market 
a service which, if not rendered by these par- 
ticular owners, would be supplied gladly by 
other investors. There seems to be no good 
reason for granting by this kind of monop- 
olistic protection the privilege of “reaping 
where they have not sown” to people who 
were fortunate enough to have secured the 
franchise to sell a utility service made possible 
by the advent of science and the provision 
of which, in their absence, would have found 
other willing performers. If the excess of 
value over and above the market price attach- 
es logically to any one, it would seem to 
fall to the public which has granted the 
privilege of selling the service and not to 
those who have taken advantage of the oppor- 
tunities thus presented and sanctioned by 
public authority. 


HE above comments are given without ref- 
erence to the virtues or vices of public util- 
ity management in the present era. For pur- 
poses of this analysis the public utilities may 
be managed by angels having as their chief ob- 
jective the public good or by demons with 
the sole intent of exploiting those who cross 
their pathway. It is submitted, however, that 
a rational solution of the problems of public 
utility regulation cannot be furthered by a 
disregard for the established legal principles 
and demonstrated economic truths. How- 
ever plausible the argument may seem it does 
not thereby acquire validity commensurate 
with its lucidity. These comments are made 
with the sole view to the promotion of sound 
thinking in a situation complicated and 
fraught with hazards at best. 
—Cryve OLIN FISHER 
Wesleyan University 


Nore.—We are glad to receive comments 
whether commendatory or critical—from our 
readers. The promotion of sound thinking is 
always our aim. 
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The Answer of the Utilities to 
the Public Clamor 


Gor page 215 of Pusiic Urtiities Forrt- 
NIGHTLY of August 17th, the statement 
is made that “Mr. Merrill attempts to set 
forth in categorical fashion the answers 
which the leaders of the ‘enlightened’ ne 
have to make to the public’s charges.” It 
is possible that I did not make my point suffi- 
ciently clear; but, in any case, I was setting 
forth only the answers which are now made 
by utility executives to public charges, and 
certainly not those which I believe the more 


enlightened management must use. As 
made clear in the paragraph which follows 
the passage you quoted, I believe that these 
answers have a fatal defect. To quote my 
own words: “They are academic answers 
based on logic, and logic is a weak weapon 
in an emotional battle.” 
—H. F. Merritt 
New York, N.Y. 


Wisconsin Commission— 
Prendergast Controversy 


PUBLIC UTILITIES FORTNIGHTLY 
ATTN 
HONORABLE WILLIAM A PRENDERGAST 
1038 MUNSEY BLDG 
WASHINGTON D C 
THE PUBLIC SERVICE COMMISSION . OF 
WISCONSIN RESENTS AND DENIES THE 
TRUTH OF YOUR REMARK IN THE SEP. 
TEMBER FOURTEENTH ISSUE OF PUBLIC 
UTILITIES FORTNIGHTLY AT PAGE THREE 
HUNDRED SEVEN QUOTE ALL SIGNS INDI- 
CATE THAT STATE REGULATION IS BEING 
PRESSED TO THE WALL PERIOD THE 
FIRST NOTABLE INSTANCE OF THIS WAS 
PRESSURE BROUGHT TO BEAR UPON THE 
PUBLIC SERVICE COMMISSION OF WIS- 
CONSIN MORE THAN A YEAR AGO BY 
THE THEN GOVERNOR LAFOLLETTE OF 
THAT STATE PERIOD THE ECONOMIC 
EMERGENCY TEMPORARY RATE DECISION 
AGAINST THE WISCONSIN TELEPHONE 
COMPANY WAS THE RESULT OF THAT 
PRESSURE PERIOD UNQUOTE YOUR 
STATEMENT IS GROUNDLESS AND UN- 
BECOMING STOP iT STRIKES US THAT A 
MAN OF YOUR ASSUMED JUDICIAL TEM- 
PERAMENT WILL EITHER PRESENT FACTS 
TO SUBSTANTIATE SUCH A BARE ASSER- 
TION OR ELSE CONSIDER THE APPRO- 
PRIATENESS OF AN APOLOGY— 
PUBLIC SERVICE COMMISSION 
OF WISCONSIN 
THEODORE KRONSHAGE JR 
CHAIRMAN 
A R McDONALD COMMISSIONER 
FRED S HUNT COMMISSIONER 
WILLIAM M DINNEEN SECRETARY 


> 


Pustic ServIcE CoMMISSION OF WISCONSIN: 
HonorABLE THEODORE KRONSHAGE, JR., 
CHAIRMAN, 
Honorasie A. R. McDona.tp, ComMIssION- 


ER, 
Honoras_e Frep S. Hunt, CoMMISSIONER, 
Mr. Wirtram M: DINNEEN, SECRETARY, 
Mapison, WISCONSIN. 


GENTLEMEN : 


piss pardon my delay in replying to your 
telegram of September 22, 1933, which is 
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due to the reasons given in my telegram to 
Mr. Kronshage, of the 2nd instant. 

You quote correctly from an article written 
by me, and published in the Pustic Urtizities 
FortNIGHTLY of September 14, 1933, as fol- 
lows: 

“All signs indicate that state regulation 
is being pressed to the wall. The first 
notable instance of this was pressure 
brought to bear upon the Public Service 
Commission of Wisconsin, more than a year 
ago, by the then Governor LaFollette of 
that state. The ‘Economic Emergency 
Temporary Rate’ decision against the Wis- 
consin Telephone | Company was the result 
of that pressure.’ 


ou also state that you resent’ and deny 
Y the truth of my remarks as quoted; that 
my statement is groundless and unbecoming, 
and that I should either present facts to 
substantiate such a bare assertion, or con- 
sider the appropriateness of an apology. 

I assume that you are denying two things; 
one, that any pressure was brought to bear 
upon the commission; and two, that it suc- 
cumbed to such pressure. May I say to 
you that I am not prepared to consider an 
apology, as I believe both of the conditions 
cited to be true. My reasons for this attitude 
are as follows: 

You are undoubtedly aware that the bitter 
factional struggle within the Republican 
Party of Wisconsin in 1932 was a subject of 
national interest. Governor LaFollette, who 
appointed a majority of the membership of 
the Public Service Commission (formerly 
Railroad Commission), was the leader of one 
of the political factions, and a candidate for 
renomination. It may surprise you to know, 
but it is true, that for some time prior to 
the Wisconsin Telephone Company decision 
of June 30, 1932, it was a matter of common 
report, that the activities of your commission 
(as then constituted) were being used or were 
about to be used in the political interest of 
Governor LaFollette. Unfortunately (I think) 
for your commission, the decision of June 
30th was hardly in the hands of the press, 
before the leaders of the so-called Progressive 
Party were advertising it as one of their 
accomplishments. Equally unfortunately, may 
I say, deplorably, the commissioner who pre- 
sided in this telephone case was at a very 
early day after the publication of the deci- 
sion, attending meetings held in the interest 
of the faction led by Governor LaFollette, 
and paraded as “Exhibit A,” to show what 


that faction could do to the utilities. His 
presence at these meetings was condemned, 
and rightly, by some of the press of your state. 
Furthermore, the new thesis of economic 
emergency rates, which has been attributed 
to your commission, is perfectly adumbrated 
in Governor LaFollette’s mess to the 
ee of November 24, 1931 (pp. 31, 32, 
and 33), in which he advances the doctrine 
of the deflation of invested capital. 


T HE foregoing observations are offered for 
the purpose of introducing the main point 
of this reply, viz., was there any outside in- 
fluence brought to bear upon your commis- 
sion? As to this, for the time being I will 
step aside as an accuser, and summon an- 
other to make the charge. I have before me 
a document called the “Progressive Cam- 
paign Textbook” (1932). Its authorship is 
due in part to a Prophetess of the House 
of LaFollette, and upon the back cover it 
contains what I will call (I trust not irrever- 
ently) the imprimatur of another scion of 
that distinguished and always interesting 
House, the Honorable Philip F. LaFollette. 
So I may assume that the utterances of their 
little book have almost dogmatic finality. On 
page 11 in the second paragraph, under the 
title “Regulation,” referring to the Wisconsin 
Telephone Company Case, it is stated: “The 
new Public Service Commission, stimulated 
under this administration, not only denied the 
increase, but issued an order reducing tele- 
phone rates throughout the state, by over one 
and one-half million dollars annually.” Who 
and what was the administration referred to 
- this Textbook? It was Governor LaFol- 
ette. 


S° Mr. Kronshage and Mr. McDonald, you 
were stimulated. To this may be ascribed 
the inebriety of some of the regulative theories 
embraced in the Wisconsin Telephone Com- 
pany decision. What does the Progressive 
Campaign Textbook mean when it says you 
were stimulated? In my opinion it means 
just what I meant when I used the word 
“pressure.” It may be that I should have 
chosen a gentler or less revealing word. I 
am happy now to do so, and you may consider 
that the word “pressure” is eliminated, and 
in its place I will substitute the word “stim- 
ulated” or “stimulation,” as grammatical exi- 
gency may require. 
Very —_ zou 
—Wws. A. PRENDERGAST, 
New York, N. Y. 








“IF enterprise is to assist public organization, it is essential to induce 
the long-term rate of interest, and, I may add in parenthesis, not to 
hamper or discourage public ulilities.” 


—JoHN Maynarp Keynes, 
British Economist. 


589 








What Others Think 





The Ruler of the Rails Moves for Recovery 


HEN news came early in October 

that Federal Codrdinator Joseph 

B. Eastman was actually dickering with 
the steel magnates for a cut in fail 
prices after having exacted an agree- 
ment from nearly all of the railroad 
executives that they would place a cen- 
tralized purchasing order, when, as, 
and if instructed to do so by Mr. East- 
man, veterans who have witnessed util- 
ity regulation practically from its birth 
knew that they were being treated to a 
new and revolutionary development of 
administrative government. Never be- 
fore in the history of regulation has a 
governmental agency gone so far into 
the field of management as to attempt 
control of utility supply purchasing. 
And yet, there were reasons enough for 
the step—reasons apparently agreed up- 
on by the railroad managers themselves. 
Mr. Eastman’s plan was very simple. 
Railroads need steel rails—most of 
them do anyhow—but the depression 
and reduced revenues resulting from 
competition by other transportation 
agencies have caused them to cut capi- 
tal outlay to the bone, even at the cost 
of deferred maintenance. In his letter 
to the heads of four of our largest steel 
companies following a conference of 
September 25, 1933, Mr. Eastman, ac- 
cording to Time of October 16th, said: 


“It is my pleasure to inform you that 
the steam railroads of the country are pre- 
pared, under certain conditions to purchase 
at least 844,525 tons of steel rails and 
245,221 tons of fastenings.” 


First of all, there was the adminis- 
tration’s angle. It desires at this time 
more than ever to stir the stagnant 
market for “producer goods”; the Na- 
tional Recovery Administration already 
having stirred up the market for “con- 
sumer goods.” If, by shrewd bargain- 


ing Mr. Eastman can obtain a “satis- 
factory” price from the steel men under 
the inducement of such a thumping big 
order, the Public Works Administra- 
tion has indicated that it would finance 
the carriers in the purchase of about 
$500,000 tons of rails, leaving the car- 
riers to finance the balance on their 
own. And so the administration’s ob- 
jective, in the steel field at least, would 
be nearer accomplishment. 

Then there is the regulatory angle. 
By such centralized purchasing orders, 
the carriers can collectively go in for 
service improvements far more eco- 
nomically and at the same time feel cer- 
tain that all rival carriers were simul- 
taneously taking the same step in 
proper proportion to their mileage. 
Service improvements in turn may re- 
sult in better traffic handling with a 
consequent increase in revenue and ef- 
ficiency. 


HERE is an angle to this develop- 

ment which is causing some dis- 
satisfaction to the steel operators. 
They are beginning to feel themselves 
in the same position that the other pub- 
lic utilities have been in for the last six 
months or more; that is to say—they 
are having their prices reduced simul- 
taneously with an increase in their op- 
erating expenses. Concerning this an- 
gle, Time reports: 

“Steelmen, who estimate that their code 
will jump labor costs for the industry as a 
whole at least $100,000,000 annually, cocked 
their eyebrows at the plea to chop rail 
prices. Was not price-cutting banned by 
their code? They had gathered that the 
idea was to raise prices—as they were 
busily doing in other lines—not cut them. 
Some steelmen called it downright unfair.” 


T is not easy to see where Mr. East- 
man’s latest twist to the familiar 
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routine of regulation may lead if applied 
to other utilities. Granted that there 
may be good grounds for letting Mr. 
Eastman direct their supply purchasing 
at this time, what guarantee have the 
railroads that Mr. Eastman, or some 
future and less astute successor to the 
office of Federal Codérdinator, might 
not use this device not only to increase 
his managerial domination over the car- 
riers, but even to slip the regulatory 
yoke over the head of the steel indus- 
try. For example, the Pennsylvania 
Railroad Company informed the Co- 
érdinator that it would buy nearly 
twice as much steel rail as any other 
road at a price somewhat higher than 
that which Mr. Eastman seems likely 
to obtain, provided it could place its 
orders where it pleases and not have 
them allocated by Mr. Eastman. A 
grant of this request by Mr. Eastman 
would weaken the force of his own 
weapon to command the market—ab- 
solutely centralized purchasing. On 
the other hand, insistence by Mr. East- 
man of his power to control the plac- 
ing of orders means that he will be in 
a position to dictate to the steel indus- 


try 

Cee purchasing is a power- 
ful weapon, indeed. By its use, 

Soviet Russia has made more than one 

formerly haughty diplomat eat humble 


pie. But like all powerful weapons, it 
has its corresponding dangers. Its 
abuse might give rise to a bureaucratic 
strangle-hold on all private industries, 
to be used to further political aspira- 
tions. Again, suppose the state com- 
missions were captivated by the idea of 
seeing to it that utility operating ex- 
penses were kept low by “supervising” 
the supply purchasing of operating 
companies. Under prevailing state 
laws, of course, they could not do this, 
but legislatures are easily convinced in 
the name of the people. 

Killing the two birds of stagnant 
markets for producers’ goods and de- 
ferred railroad maintenance with the 
single stone of centralized purchasing, 
however, is not the only outstanding 


activity of Mr. Eastman during his 
brief term of office. He has “induced” 
railroad executives to reduce their 
salaries and now is weighing the so- 
called Prince Plan for consolidating 
our national railroad carriers into seven 
closely knit, efficiently operating sys- 
tems. A brief description of the prob- 
able effect of the Prince Plan if adopt- 
ed (with certain subsequent modifica- 
tions) as analyzed by Barron’s finan- 
cial weekly is as follows: 


“In the modified ‘Prince Plan’ of regional 
railroad consolidation, taken up by the Rail- 
road Coérdinator for study, the principle is 
laid down that the proposed systems must 
be possible of formation with a minimum of 
disturbance of present corporate control; no 
system shall penetrate any new area through 
inclusion of a weak or attenuated line that 
will be at traffic or operating disadvantage. 

“Tt is desirable to develop in detail the 
individual economies which together will 
aggregate the mass saving believed to be 
possible. This work involves an ineer- 
ing and operating survey of the individual 
systems, which is now in progress, but until 
completed, it will not be possible to allocate 
the exact details of the savings and ascer- 
tain their aggregate magnitude. 

“For preliminary purposes it is proper to 
utilize estimated percentage reductions of 
operating expenses based upon indicated 
probable economies evidenced by the work 
already accomplished in the detail survey. 
While it is confidently believed that these 
computations of savings will prove conserv- 
ative when tested by the conclusions of the 
operating studies now in progress or con- 
templated, it is recognized that the use of 
any general statement as a substitute for 
detailed facts invites attack, especially from 
persons whose personal interests are in con- 
flict with the plan. 

“The estimates of earning power after 
coordination are not adjusted for freight- 
rate reductions, as it is believed that these 
will be without net effect as traffic increases 
from lowered tariffs should equalize lower 
ton-mile receipts. 


Resulis of Unification 
Year 1932 


$3,076,470,000 
2,361,102,000 
715,368,000 


Revenue from railway opera- 
tions 
Expenses from railway opera- 

tions 
Net revenue from railway op- 
erations 
Railway 
accruals ... 
Uncollectible 
railway 
revenue .... 
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Equipment 
rents—net 
debit 
Joint facility 
rents—net 
debit 000 
Total of above deductions 388,504,000 
Net railway operating income 
actually reported 326,864,000 
Estimated saving from uni- 
fication 743,489,000 
Estimated net railway operat- 
ing income after unification 1,070,353,000 
Estimated net fixed charges 650,353,000 
Estimated net income after 
unification 420,000,000 
Estimated return on proper- 
ty investment before uni- 
fication 1.3% 
Estimated return on proper- 
ty investment after uni- 
fication 
Ratio of net railway op- 
erating income to esti- 
mated fixed charges be- 
fore unification 
Ratio of estimated net rail- 
way operating income to 
estimated fixed charges 
after unification 1.65 
Estimated deficit on capital 
stock before unification .. 3.25% deficit 
Estimated return on capital 
stock after unification ... 4.20% return 
Estimated ratio of savings 
from unification to capi- 
tal stock 7.45% return” 


B: there still is much more work 
ahead for the seemingly indefati- 
gable Mr. Eastman. In an address 
early in October to the Springfield 
(Mass.) Traffic Club and Shippers Ad- 
visory Board, he reviewed his various 
activities. He told of matters which 
he has now under study with a view to 
acquitting his duty to make recom- 
mendations for “permanent” railroad 
legislation in the next congressional 
session. 

There was, for instance, the matter 
of competing forces of transport and 
the need for their “regulation.” There 
was the matter of labor regulation and, 
most important perhaps, the “possible 
government participation in the man- 
agement, ownership, or financial re- 
sponsibility for these properties.” 

en we recall that the Public Works 
Administration will probably finance 
the carriers’ rail purchases in part, we 


can understand how very imminent is 
the government’s participation in “man- 
agement, ownership, or financial re- 
sponsibility.” 

On this point we have the benefit of 
some interesting comment by Thomas 
F. Woodlock, himself a former col- 
league of Mr. Eastman’s on the Inter- 
state Commerce Commission and now 
a nationally known writer on questions 
of political economy. He states: 


“The Coordinator has had a good many 
years’ experience in the ‘regulation’ of our 
railroads, and it has assuredly not escaped 
his attention that the history of railroad 
regulation in the United States has been up 
to now, with very few exceptions, a history 
of regulation in character far more punitive 
than remedial. It has proceeded upon a 
principle of maximum requirements and 
minimum concessions. Doubts have in the 
great majority of cases been resolved 
against the roads. The law has ever been 
changed in the direction of greater ‘con- 
trol’ of management. In a word, while it is 
perhaps too much to say that the railroad 
has been frankly named and treated as a 
public enemy, it has, in fact, been treated 
in the main as a suspicious character, with 
a bad police record. 

“Whether or not the railroad has deserved 
this is a purely irrelevant question; it is 
the fact which is important. The impor- 
tance of the fact lies in that no system of 
privately owned transportation can contin- 
ue to exist in this country under such a 
concept of its relations to the community, 
and no amount of ‘fair talk’ will avail to 
obscure that conclusion. Now, if, next 
winter, we are going to follow the prece- 
dent of the last five and forty years of ‘reg- 
ulation’ of our railroads and frame our 
new statutes in that spirit, the case for 
privately owned and operated railroads is 
hopelessly lost, and we may as well resign 
ourselves to government ownership and go 
to it once and for all. 

“It is a change in our public and official 
‘psychology’ at least as much as a change of 
laws that is needed in this matter. Un- 
fortunately there is as yet precious little 
sign of any such change. It may be said 
that the railroads have not by their actions 
merited any such change. That, too, is ir- 
relevant to the main point, and it is that 

oint with which this writer is concerned. 

n what spirit are we going to legislate 
next winter? That is now the real question 
in this matter.” 


r. G. Lloyd Wilson, writing in 
Social Science, sees in the future 
a need for codrdinating the regulation 
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AFTER RECOVERY—A FUTURE REGULATORY PROBLEM 


of all forms of transportation. He 
does not despair (as Mr. Woodlock 
apparently does) of private ownership 
and operation of the railroads being 
preserved, but he does believe in the 
necessity of regulating transportation as 
an integrated national service instead of 
as a group of competitive individual 
carriers. He believes that this neces- 
sity will shape our future policies. He 
states : 


“The antiquated policy of regulation of 
various types of transportation companies 
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in different ways and by different regula- 
tory bodies should be replaced by a com- 
prehensive policy of constructive regulation, 
preferably by one administrative body. The 
railroads have been regulated in the past 
upon the assumption that they enjoy if not 
a monopoly of inland transportation at least 
a substantial degree of monopoly. This as- 
sumption is, of course, erroneous. The 
transportation policy needed now to be ex- 
pressed in appropriate legislation should be 
broad enough to embrace all transportation 
for hire in a constructive and not restrictive 
program of regulation. The time has come 
to regulate transportation and not to reg- 
ulate different transportation companies in 
sometimes irrational and inconsistent ways. 
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“We must exert the united efforts of car- 
riers, shippers, and the public to see that 
men of high character, solid integrity, sound 
discretion, broad sympathies, and adequate 
technical training are appointed to Federal 
and state regulatory bodies. The high 
standard of absolute integrity, self-sacrific- 
ing effort, and earnest zeal set by the mem- 
bers of the Interstate Commerce Commis- 
sion and state regulatory bodies must be 
perpetuated. We must not have political 
rate-making or political transportation reg- 
ulation. We must have a national and 
nonpartisan viewpoint in dealing with the 


momentous problems of transportation serv- 
ices, rates, finance, and administration.” 


—F. X. W. 


Editorial. Time. October 16, 


$35 Ratts? 
1933. 


Seven Rarroap Systems. Barron’s. Octo- 


ber 9, 1933 


A Lost Cause? By Thomas F. Woodlock. 


The Wall Street Journal. October 6, 1933. 


THe Future or TRANSPORTATION. By G., 
Lloyd Wilson. Social Science. April, 1933, 





What Is the Financial Outlook for 
Privately Owned Utilities? 


HE passing of the dividend last 

September by the Peoples Gas 
Light & Coke Company, together with 
an announcement on the preceding day 
by the directors of the New York & 
Richmond Gas Company that the latter 
would defer dividends and a subsequent 
announcement on October Ist that the 
Mohawk Hudson Power Company 
would not declare a dividend on second 
preferred stock, brought a sharp re- 
minder of the difficulties under which 
the utilities labor in these critical times. 
For years the preferred stocks of gas 
and electric light and power companies 
were recommended as suitable for the 
small investor. The return was gen- 
erous. With an expanding outlook, the 
stocks were widely distributed. Even 
during the stress of the first three de- 
pression years, hundreds of utility cor- 
porations—the operating companies, at 
least—showed an unbroken line of divi- 
dend payments. 

Then came a new administration to 
Washington on March 4th and since 
that time the utilities have met with 
a series of adverse developments. 
Early in the year Congress passed a 
bankruptcy act which extended aid to 
the railroads, farmers, and individuals, 
but passed the utilities by. In framing 
the Reconstruction Finance Act, no 
provision was made for financial aid to 
the utilities other than railroads. The 


Muscle Shoals bill authorized the gov- 
ernment to engage in direct competi- 
tion with existing private facilities. 
The 3 per cent tax on the sale of elec- 
tricity was shifted from consumer to 
producer, while municipally owned 
competitors were specifically exempt. 
Federal funds were made available to 
municipalities for the construction of 
their own power plants. A somewhat 
premature announcement of rate sched- 
ules to prevail in the Muscle Shoals 
area had the effect of spurring agita- 
tion for lower rates and for municipal 
ownership of plants in many sections of 
the country, bringing about a further 
serious decline in the market price of 
utility securities. 


HAT has been the result of this 

seven months’ bombardment of 
the privately owned utilities industry ? 
The Financial World of October 4th 
stated: 


“What has this discriminating policy, if 
it is a policy, meant to the utility industry? 
Public utility securities listed on the New 
York Stock Exchange had an aggregate 
value at the beginning of this year of 
approximately $6.2 billions. Today their 
aggregate value is slightly less than $5 
billions, a decline of nearly 20 per cent. 
During this period the total value of all 
other securities has increased some 80 per 
cent. Behind this lies an appalling record 
of utility defaults, receiverships, dividend 
reductions, and omissions, and the trend in 
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this direction appears to have gained mo- 
mentum in recent weeks. With utility 
credit at a low ebb, we can well view the 
coming year with apprehension with more 
than a quarter of a billion dollars in public 
utility bonds falling due in that period.” 


The Financial World goes on to ex- 
press a faint hope, however, that Pres- 
ident Roosevelt may be moved to re- 
iterate his promise given during his 
campaign at Portland, Ore., on Septem- 
ber 21, 1932, that: 


“The development of utilities should re- 
main, with certain exceptions, a function 
for private initiative and private capital.” 


The article concluded: 


“President Roosevelt has stated in un- 
equivocal terms that development of this 
business should remain in the hands of pri- 
vate interest. Regardless of recent develop- 
ments we do not believe he has veered 
from his original course, but the situation 
needs to be cleared up and public interest 
can best be served at present by a frank 
reassertion of fundamental policies.” 


M*: G. T. Hughes, financial writer 
in the Detroit News, likewise is 
apprehensive about the immediate finan- 


cial outlook of private utilities. He 
blames the sluggishness of certain util- 
ity securities for some of the recent 
reactions of the entire trade market. He 
concludes : 


“Next to the railroads, the utilities are 
the most regulated of all corporate activities 
and that regulation is now directed toward 
reducing their incomes. This is not the 
place to pass judgment on the propriety 
of the action of the regulatory authorities, 
which may or may not be justified by cir- 
cumstances surrounding particular cases. 
It is fair to point out, however, that the 
taxing and the regulation can be carried 
to the point where private capital can no 
longer be expected to provide the means 
for the expansion which the utilities must 
continuously make if they are properly to 
serve their public.” 


Stock Market Finance of October 1st 
states : 


“The public utility industry as yet gives 
no evidence of any material gains in earn- 
ing power for the near term but, in fact, 
due to the influence of several factors may 
continue to lose profit-making ability for 
some months to come.” 


Limiting influences mentioned on 
earnings were the mounting costs un- 
der the NRA and inflation, aggres- 
sive competition from government- 
owned utilities, increasing taxes, and 
lower rates. Stock Market Finance 
likewise points out that since March, 
1933, all industrial issues have ad- 
vanced an average of 72 per cent while 
in the same period utilities actually have 
lost about 5 per cent. It added: 


“Competent observers do not believe that 
utilities will soon regain their public follow- 
ing. The 3 per cent Federal tax on do- 
mestic sales of electricity has just gone into 
effect. Further restrictions on earning pow- 
er will be found in the Federal capital 
stock levy and additional state taxes im- 
posed this year, as well as increased costs 
under the NRA code. Lastly but of utmost 
importance is the increased pressure for 
further reduction of rates. 

“With these factors in mind Finance 
wishes to recommend to its subscribers at 
this time a transfer of funds invested in 
(Blank company) into either of two mod- 
erately priced industrial issues.” 


N addition to the adverse develop- 

ments mentioned above which have 
resulted from the attitude of the pres- 
ent administration, as so far exempli- 
fied at least, as well as from a wide- 
spread rate agitation, Dr. Edward S. 
Mason, associate professor of eco- 
nomics at Harvard University, sees an- 
other dark cloud moving on the horizon 
in the form of threatened currency in- 
flation. Dr. Mason, writing in the 
Boston Evening Transcript stated: 


“What are the prospects of utility earn- 
ings in a period of inflation? The answer 
can only be unfavorable. For years utilities 
have reaped advantages from the slow- 
going inadequacy of our state regulation of 
rates. When the cost of generating and 
distributing power was falling rapidly, elec- 
tric rates fell scarcely at all. Bulwarked 
behind the judicially approved ‘reproduction 
cost’ theory of valuation which made rate 
adjustment prohibitively expensive and 
time-consuming, supporting their case in the 
padded service charge accounts of holding 
companies, befuddling with their high-priced 
lawyers the incompetent and poorly paid 
commissions of so many states, the utilities 
had no difficulty in ‘getting away with 
murder.’ 

“But in a period of inflation, costs rise 
rapidly and utility costs along with them. 
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In order to cover costs, rates must be ad- 
justed. But our cumbersome system of 
rate adjustments is apt to make this process 
a slow one. Numerous examples of what 
may happen are available from our own 
not too ancient experience. During the 
war period, from 1915 to 1919, the American 
price level more than doubled. An inspec- 
tion of utility rates for those years, how- 
ever, shows no such increase, and what 
increase there was came belatedly. It was 
not until 1920, and a huge deficit had been 
accumulated under government operation, 
that railway rates were raised sufficiently 
to cover the wage and material price ad- 
vances of the war period. It was during 
this period that the traction industry prac- 
tically faded out of existence in all except 
the larger centers. To be sure, motor 
competition played a part in this decline 
of the street railway, but motor competition 
Aes become really serious until after 


“The predominant cause of the collapse 
of the industry was the fact that fares 
lagged behind costs. The street railway 
industry had no surplus to fall back upon, 
and consequently the companies were 
crushed between the millstones of rising 
costs and inflexible fares. For this situa- 
tion, our method of handling utility rates 
must share a large part of the blame. When 
prices were rising at the rate of twenty-five 
to thirty per cent per annum, rate cases 
dawdled in the commissions and the courts 
for months and years. The traction in- 
dustry was, of course, doomed in any case. 
A few years more and motor competition 
would have done what rising costs had al- 
ready accomplished. 

“Nevertheless, it presents an interesting 
example of what inflation can do to a utility. 
During the same period, electric and gas 
utilities fared somewhat better—not be- 
cause utility commissions were more solici- 
tous, but because these industries went into 
the period of inflation in much better finan- 
cial condition and because, at least as re- 
gards the electric industry, technical im- 
provements offset to some extent the effect 
of the rise in labor costs and in the prices 
of materials.” 


te Mason confessed that he was 
unable to predict just how private 
electric and gas utilities will fare in the 
inflation which apparently is before us 
because too much depends on the rapid- 
ity with which costs and prices rise to 


permit prediction. If improvement in 
utility business increases sufficiently to 
offset any disadvantages from rising 
costs, the utilities should not be greatly 
harmed and might even benefit, but if 


prices continue to rise without further 
substantial increase in the demand for 
utility service, then, Dr. Mason tells us, 
the situation may become serious. He 
points out that the state commissions 
are “usually very badly equipped in 
personnel and financial resources” for 
handling the adjustments that would be 
necessary in rate schedules to allow 
utilities to survive such a period with- 
out serious financial injury. He hopes 
that in the coming period of “con- 
trolled inflation” the accent will be 
placed a little more strongly on “con- 
trol” than the recent speculation in the 
security markets would indicate. 


O= would think from these dire 
statements that critics of the util- 
ities would be appeased by the gloomy 
predictions of financial writers; but 
utility executives do not appear as yet 
to have struck any sympathetic chord 
in those publications which have fanned 
the flames of utility opposition. When 
a New Jersey utility official recently 
complained that rates had been reduced 
in his territory 25.7 per-cent in post- 
war years, while taxes have mounted 
125 per cent during the same period, 
The New Republic, which has been 
particularly antiutility, pointed to a re- 
port of a New York rate expert which 
purported to show that the same com- 
pany was still earning “over $17 mil- 
lion more than a 6 per cent profit, which 
it would still have if it cut consumers’ 
rates 27 per cent.” 


N sharp contrast to the dark picture 

painted in the foregoing passages, 
more recent financial developments seem 
to show a break in the clouds, a break 
which even produced the first bit of 
sunshine which the private utility in- 
dustry has seen for over six months 
when the news came that the people of 
the city of Birmingham—a key city in 
the Tennessee Valley Authority’s cam- 
paign to develop a chain of municipal- 
ly owned distribution markets—had 
gone to the polls on October 9th and 
voted in numbers that left no doubt 
that the electorate of that city, not- 
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withstanding the political opinions of 
its own city officials, does not want pub- 
lic ownership of its utilities. Barron’s, 
the financial weekly, for October 9th 
stated editorially : 


“Pressure upon the utilities which have 
been the weakest group all year and which 
are still on the average only a few points 
higher than they were at the commencement 
of the bank holiday last March, has largely 
subsided. This is not to say that utility 
insiders are at all disposed as’ yet to buy 
stock, but it is a negatively favorable in- 
fluence, explained by the high yields now 
prevalent and the long-awaited upward curve 
of earnings. A few statistical services and 
banking houses are at least willing to coun- 
sel the purchase of utility stocks, which, 
however, is unquestionably still anathema to 
the big operators.” 


The Econostat of October 7th, re- 
viewing the activity of utility issues and 
their financial outlook during the same 
period, stated: 


“The action of the utilities was decidedly 
better than for some time past. This group 
was nearly able to hold its level on Thurs- 
day in the face of weakness in other di- 
visions. Kilowatt-hour output showed a 
rise during the week ended September 30th 
and the gain above 1932 was advanced to 
10.2 per cent. This reversal of the earlier 
trend was caused by the resumption of 
cotton mill activity throughout the south- 
ern states. These mills suffered a slump 
immediately after the signing of the code 
and are now beginning to show some re- 
covery. 

“Similar recoveries in other industries 
may eventuate after the depressive effects 
of code signing have worn off. The prob- 
abilities, therefore, point to an enlarging 
of the industrial load. Even more favor- 
able from an earnings standpoint is the 


steady upbuilding of the domestic load. 
The campaigns waged by many systems to 
increase the number of electrified homes 
were decidedly helpful in supporting earn- 
ings during the depression. Now, with the 
slight upturn in purchasing power, sales of 
household equipment are mounting.” 


EFORE concluding the remarks on 

the credit side of the ledger, it is 
interesting to note that the drop of the 
American dollar on the foreign ex- 
change was not such an ill wind that 
it did not blow at least one utility some 
good. The New York Times of Sep- 
tember 30th reported that the American 
and Foreign Power Corporation, al- 
though handicapped by the limits set up 
by. the governments in many foreign 
countries in which it operated, had add- 
ed over $3,000,000 to surplus during 
the first six months of 1933 as a result 
of the increase in the value of its for- 
eign currency assets in terms of the 
American dollar. 

—F. X. W. 


Scutrtinc Ten Muiiow Investors. Edi- 
— The Financial World. October 4, 


Utiuities Feet Prncu or Times. By George 
ag _—* The Detroit News. September 
, 1933. 


SWITCHING FoR PRrRoFITs. 
Finance. October 1, 1933. 


Wit Urtiities SUFFER UNDER THE NEw 
Deat? By Edward S. Mason. Boston 
Evening Transcript. September 6, 1933. 


EpirortaL. Barron’s. October 9, 1933. 


Urmurtes Better Orr. Editorial. The Econo- 
stat. October 7, 1933. 


Stock Market 





Uncle Sam in the R6le of 
National Utility Rate Complainant 


i Federal government has been 
accused by purse-punched holders 
of utility securities and others who 
would retain private ownership of lend- 
ing systematic aid and comfort to those 
who would annihilate private operations 


in public service. This was merely 
hinted at during the congressional de- 


bates on Muscle Shoals, the Federal 
power tax, and the public works appro- 
priation. 

When Assistant Secretary of War 
Harry H. Woodring (who as former 
Democratic governor of Kansas is re- 
called without much enthusiasm by pri- 
vate utility operators of the Sunflower 
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state) ordered Army officers in com- 
mand at various local posts and Ar- 
mories throughout the country to file 
petitions before the various responsible 
state commissions for a flat 10 per cent 
reduction in electric rates, the admin- 
istration was openly charged with at- 
tempts to stir up or keep stirred up 
nation-wide agitation against private 
utility rates. 

It was pointed out in some quarters 
that the arbitrary fixed demand for a 
nation-wide 10 per cent reduction in 
Army bills for utility service, without 
regard to the circumstances surround- 
ing each individual case, or without any 
attempt to ascertain such facts, nega- 
tived the explanation that the War De- 
partment was simply interested in cut- 
ting Army expenses, since it might well 
be that a post in one city would be en- 
titled to much more than a 10 per cent 
reduction, while a post in a city where 
the private company has an operating 
deficit would obviously have no cause 
to complain at all. 

But Assistant Secretary Woodring 
did not dodge the issue. He admitted 
(see Pustic Utiitres FortNiGcHTLy, 
August 17, 1933, p. 225) that while his 
action was primarily in the interest of 
governmental economy, it also was un- 
dertaken “with a view to bringing re- 
lief to household budgets throughout 
the nation.” 


2 ep for governmental formal- 
ity may wonder by what authority 
the War Department may act in matters 
of domestic economy, and since when 
is it the function of the Army to bring 
relief to the nation’s household budgets. 
Two state commissions, Massachusetts 
and Missouri, rebuffed this philan- 
thropic activity in their respective states 
(see Pusitic Utirities FortNicHT ty, 
September 4, 1933, p. 354). The opin- 
ion of Chairman John C. Collet, of the 
Missouri commission, adequately ex- 
presses the position of these state 
bodies. He stated in part as follows: 


“It is not consonant with the principles of 
regulation to say to a utility that it must 
charge one of a number of customers of a 


class one rate and at the same time to make 
a higher charge to all other patrons of the 
same class. Neither is it within the power 
of the commission. Yet that is the very 
thing which the applications request with 
no reason assigned therefor other than that 
the application is made at the command of 
the applicant’s superior officer. No doubt 
that was an excellent reason for the filing 
of the application, but it certainly furnishes 
no ground for any action authorized by 
statute.” 


ow it appears that another depart- 

ment of the Federal government 
is considering the role of guardian of 
the nation’s household budgets in the 
matter of securing utility rate reduc- 
tions. The question has been placed 
squarely before Attorney General 
Homer S. Cummings in a memoran- 
dum prepared for him by Yale Univer- 
sity Professor Albert Levitt, a special 
assistant assigned to utility matters. 
Should the Federal government, posing 
as a consumer of electric power in its 
buildings throughout the country, insti- 
tute a series of rate cases in courts and 
before state regulatory commissions, 
seeking to lower the cost of electricity 
for all consumers? 

In his memorandum, Mr. Levitt sug- 
gests that the Federal government as 
an electric consumer in every state and 
post office throughout the country is 
entitled to start rate cases before the 
state commissions. Such cases, Mr. 
Levitt declares, might bring widespread 
reductions in power rates for private 
consumers. Or they might prevent 
raises in rates sought on the grounds 
of higher costs under the NRA, but not 
really justified in the opinion of Mr. 
Levitt. 

He explains, however, that embark- 
ing on such a course calls for a decision 
on departmental policy which is outside 
of his own scope. The Attorney Gen- 
eral is reported to have the matter now 
under advisement. Prevention of “un- 
warranted” rate increases on the basis 
of the NRA is one of the ends which 
Mr. Levitt declares himself most anx- 
ious to achieve through governmental 
rate cases. 

Mr. Levitt then proceeds to give in- 
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direct advice of his own to the state 
commissions. He affirms that many 
companies already have rates which are 
high enough to allow them fair returns 
even after absorbing NRA costs. For 
this reason, Mr. Levitt says, utility 
commissions in the states should not 
issue blanket permission to companies 
for rate increases to cover alleged in- 
creases in expenses resulting from the 
NRA—a practice which, he says, has 
been followed in many states. 


NSTEAD, he suggests the commissions 
I might well refuse to allow any in- 
creases until the need for them in that 
particular company is demonstrated by 
affirmative evidence before the commis- 
sion. If blanket rate increases are al- 
lowed without hearings, he thinks that 
the need for rate complaints filed by 
the Federal government will become 
more acute. 

Mr. Levitt believes that the govern- 
ment cases would open up the whole 
question of rate structures and the ac- 
counting practices of the utilities com- 
panies on which they are based. In 
many cases he is of the opinion that 
the methods of handling depreciation 
reserves and of carrying over losses 
sustained by affiliated companies not 


engaged in strictly public utility busi- 
ness should be made the subject of in- 
vestigation. 

Of course, it would follow that the 
adoption of such a plan would require 
the establishment and development of 
a whole new section of the Justice De- 
partment or whatever other department 
is nominated to undertake Uncle Sam’s 
multiplicity of rate cases. It would re- 
quire a complete corps of lawyers, ap- 
praisal engineers, economists, and other 
experts necessary for prosecuting reg- 
ulatory litigation; just as the Justice 
Department has already developed a 
complete nation-wide criminal prosecut- 
ing machine as the result of its recently 
adopted policy of aiding the states to 
stamp out the crime wave. And so, 
whatever else may be said of Mr. Lev- 
itt’s plan, it should provide employment 
for competent and deserving Democrats 
engaged in the professional capacities 


required. 
—F. X. W. 


Re ScHoENFELD. Opinion of the Missouri 
a Service Commission. August 15, 
1933. 


SpectaL MemoraANpuM. By Special Assist- 
ant Attorney General Albert Levitt, to the 
Attorney General. Reported in United 
States Weekly. October 16, 1933. 





A Plea to Enlarge the Personal Responsibilities 
of Legislators and Regulators 


I* what is in effect a sequel to his 
“A, B, C’s of Business,”—a more 
general scanning of which might have 
lessened the hectic malevolencies of the 
1920’s—Henry S. McKee, veteran busi- 
ness man of wide experience in rail- 
roading, manufacturing, and banking, 
holds that recent economic agonies are 
due in the main to social indigestion 
produced by distortions and perver- 
sions of the democratic principle. He 
does not attack immediate instrumen- 
talities, such as popular suffrage and 


primaries, of democracy in action ; what 
he attacks most vigorously is that pe- 
culiar haven of mighty power without 
responsibility in the American political 
structure. In the insulated quarters of 
committees and commissions, which 
cannot be held humanly responsible for 
anything done—or not done—therein, 
tremendous forces are abused by both 
misuse and nonuse, he contends. 

Much of the thesis is in line with the 
political philosophy that was expounded 
as a student and partly applied as Presi- 
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dent by the late Woodrow Wilson, to 
whom it came in more or less straight 
line from Plato. Always suspicious of 
individuals, democracies invariably turn 
to machines, someone has said. 

Mr. McKee cites, in support of his 
thesis, the American method of regulat- 
ing the railroads, “by Congress (a com- 
mittee), by committees of Congress, 
and by the Interstate Commerce Com- 
mission (a committee) ; with just about 
the results one should rationally expect 
to obtain by applying the principle of 
irresponsible committee management to 
such a situation.” Evils of unrestrained 
private management of the railways 
were attacked during many years, he 
avers, by what was “little better than 
a policy of hatred, retaliation, and wil- 
ful destruction.” He does not attack 
the principle of regulation but he does 
contend that regulation should be exer- 
cised through agencies clearly identified 
with flesh and blood individuals who 
may be held distinctly responsible and 
who are not allowed to dodge blame, 
or go without credit when credit is 
due, for what is both done and neglect- 
ed. 


oe towards parliamentary 
government, whereby individual 
ministers might be freely questioned 
and be forced to explain and to defend 
public policies at any time, and in full 
view and hearing of the world, is the 
remedy most urgently advocated by Mr. 
McKee. If regulation were thus made 
more directly related to responsible 
individuals, it would mean subjecting 
it to ministerial control. And _ this 
would mean making it an executive 
function, instead of a blended legisla- 
tive and judicial exercise of power, as, 
at least in theory, at present. In the 
current suggestion of.a Federal Depart- 


ment of Transportation there may be 
a movement in that direction. If such 
a department is set up along lines now 
apparently being seriously surveyed, it 
probably would be given control of all 
Federal government regulation of pub- 
lic service enterprises, including that of 
utilities. 

Bringing cabinet members under full 
suzerainty of the public they serve 
would call for their admission to the 
floors of Congress—an old question of 
governmental practice in this country, 
almost the only country which does not 
regard the particular practice as funda- 
mentally necessary. Probably the most 
profound American student of the 
question so far—the late Henry Jones 
Ford—held that it was only by a 
parliamentary trick of avoidance that 
cabinet members were not admitted as 
a matter of course to full participation, 
short of voting, in the work of Con- 
gress at the start. A practice so easily 
barred might not have been of much 
worth. 

Whether “ministerial benches” occu- 


pied by nonmembers in the United 
States House of Representatives and 
Senate would tend to curtail “govern- 
ment by committees and commissions” 
and to enlarge the factor of individual 
responsibility in spheres like that of 
regulation is a matter which can be 


determined only by experiment. In the 
swing towards “dictatorships,” there is 
evidence that peoples in all democratic 
countries are rather satiated with an- 
onymous government, as has been in 
reality a large portion of that function- 
ing in the United States. 
—Aaron Harpy ULM 


DrEGENERATE Democracy. By Henry S. Mc- 
Kee, with an introduction by Lionel Eddie; 
New York: Thomas Y. Crowell Co. 143 
pages. $1.50. 1933. 





“I HAVE confidence in the President and in the recovery program. 
Even if it fails—oh, well, if I am going to hell, I would rather do it 
in grand style than on the back of a donkey.” 


—Wiu.1aM M. Jarpine, 
Former Secretary of Agriculture. 
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The March of Events 





The State Commissioners Talk 
Things Over 


HE 45th annual convention of the Na- 

tional Association of Railroad and Util- 
ities Commissioners was held at Greater Ho- 
tel Gibson, Cincinnati, Ohio, from October 
10th to October 13th—some indication of the 
fact that commission regulation of utility 
companies is not a recent development of 
governmental policy. 

The national association of Federal and 
state commissioners was formed nearly half 
a century ago, at a time when the commis- 
sioners had no other method of exchanging 
views and formulating uniform policies of 
regulation. These conventions have, there- 
fore, served a useful purpose, and the na- 
tional organization of regulatory utility com- 
missioners has continued to be a vigorous 
working body during the whole course of its 
existence. 

While nothing much was said about it on 
the floor of the convention, the fact that 
state commission regulation of utilities has 
been subjected to an unusually severe politi- 
cal strain in the last year or two was very 
sharply brought out by the election of offi- 
cers. The three chief executive officers of 
the association are, the president, the first 
vice president, and the second vice president. 
It has been the custom of the association for 
many years to have its vice presidents elevat- 
ed to the presidency in a regular course. If a 
commissioner is elected second vice president 
at one convention, he is customarily elected 
first vice president at the next convention, 
and president of the association on the follow- 
ing year. 

At last year’s convention at Hot Springs, 
Arkansas, Hugh H. Williams, who had long 
been an active member of the association 
and who was then chairman of the state cor- 
poration commission of New Mexico, was in 
line for the presidency of the association, 
but owing to a political upheaval in that 
state would, if elected president of the asso- 
ciation, cease to be a member of the com- 
mission before the expiration of his term of 
office as president. He was elected president 
of the association, however, but immediately 
resigned and Commissioner J. Paul Kuhn of 
Illinois, in line for succession, was then elect- 
ed president. 

In the meantime political events in Illinois 
made Commissioner Kuhn no longer eligible 
to act as president of the association, and 
Amos A. Betts, chairman of the Arizona 


Corporation Commission succeeded to that of- 
fice. Commissioner Betts resigned from the 
Arizona commission making it impossible for 
him to serve as chief executive officer of the 
association. Commissioner Lester Hooker of 
the Virginia State Corporation Commission 
thus became president and acted in that ca- 
pacity at the Cincinnati convention. All of 
this happened in the course of a year. Com- 
missioner Hooker declined to stand for re- 
élection although his term of office as presi- 
dent had been very brief. 

For the first time in the history of the asso- 
ciation, therefore, three new commissioners 
were chosen at the Cincinnati convention as its 
chief executive officers. The new officers 
were: President, Richard T. Higgins, chair- 
man of the Connecticut Public Utilities Com- 
mission; first vice president, Andrew R. Mc- 
Donald of the Wisconsin Public Service Com- 
mission; second vice president, Frank P. 
Morgan of the Alabama Public Service Com- 
mission, all of whom have for many years 
been prominent members of the association. 
The other officers who have served the asso- 
ciation for a number of years were reélected. 
They were: Secretary, James B. Walker of 
New York, secretary of the New York Trans- 
it Commission; assistant secretary, Clyde E. 
Bailey of Washington, D. C., and general 
i sang John E. Benton of Washington, 


The high lights of the Cincinnati convention 
were the so-called round-table discussions of 
topics that are of present interest in the field 
of regulation. One of the topics considered 
was motor carrier regulation, a problem 
which is giving the state commissioners much 
trouble owing to the failure of the Federal 
government thus far to regulate interstate 
motor carriers. The state commissioners are 
apparently of the opinion that the Federal 
government should regulate only to the ex- 
tent absolutely necessary to supplement and 
make state regulation effective. The report 
of the committee on motor vehicle transpor- 
tation was presented by Commissioner Ernest 
O. Thompson of Texas, and there was also a 
report of a special committee on motor vehicle 
legislation presented by Commissioner Rob- 
ert H. Dunn of Michigan. The discussion 
leader of this topic was Commissioner An- 
drew R. McDonald of Wisconsin who was 
assisted by Commissioner Kit F. Clardy of 
Michigan. 

One of the most interesting round-table dis- 
cussions from a nontechnical standpoint was 
that of the establishment of rates by confer- 
ence or negotiation compared with formal rate 
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procedure. Commissioner George W. Wood- 
ruff of Pennsylvania was the discussion lead- 
er and Commissioner Harold E. West of 
Maryland the assistant leader. The advan- 
tages of the informal method over formal 
rate procedure was illustrated by the favorable 
outcome in specific cases although it was ad- 
mitted that the recent policy of securing rate 
reductions by the negotiation method was not 
free from criticism from some quarters. 

Telephone depreciation was the subject of 
one of the round-table conferences. This 
highly technical subject was very ably handled 
by Dr. Milo R. Maltbie, chairman of the New 
York Public Service Commission, the dis- 
cussion leader, and by Commissioner Riley E. 
Elgen of the District of Columbia Public 
Utilities Commission, the assistant leader. 
A most thorough-going review of legal and 
accounting problems relating to depreciation 
prepared by the staff of the Wisconsin Public 
Service Commission, and published in a 196- 
page pamphlet was distributed and briefly re- 
viewed in connection with the depreciation 
topic. The phase of this topic which was of 
especial interest to the state commissioners 
was the classification of accounts of telephone 
companies promulgated by the Interstate Com- 
merce Commission, to which vigorous objec- 
tions have been raised by a number of the 
state commissions. 

Another round-table discussion related to 
holding companies and affiliated companies 
and the problems they present. The discus- 
sion leader was Paul A. Walker, chairman 
of the Oklahoma Corporation Commission. 
There was a difference of opinion as to how 
far existing laws enabled the state commis- 
sions to protect the customers of operating 
companies within their jurisdiction from ex- 
cessive charges for service by holding or af- 
filiated companies. Commissioner Henry G. 
Wells of Massachusetts and Commissioner 
Harold E. West of Maryland maintained 
that their commissions had no difficulty in 
ascertaining the necessary evidence bearing on 
the question of the reasonableness of the hold- 
ing companies’ charges, but Dr. Milo R. Malt- 
bie of New York, asserted that Federal as- 
sistance is necessary to procure some of the 
information required by the state commis- 
sions. 

Dr. Maltbie also pointed out that the at- 
tempts of some states to define affiliated com- 
panies as those owning a certain percentage 
of control by stock ownership was futile, as 
it could always be evaded. The degree of 
control, whatever that might be, must be de- 
fined as actual control to be determined by 
the facts in each case. , 

Valuation of the railroads was the last topic 
for round-table discussion. Commissioner 
George H. English of the Missouri Public 
Service Commission was the discussion lead- 
er. Further details of what took place at the 
convention will be found elsewhere in this is- 
sue of Pusric Utmiries FortnicHtty. 


The 46th annual convention will be held 
November 12-15, 1934, in Washington, D. C. 


¥ 


Lilienthal Denies that T. V. A. 
Is a Subsidy 


A‘ appeal to the citizens of Memphis for 
the support of the Tennessee Valley Au- 
thority’s Muscle Shoals power development 
was made by David E. Lilienthal, a director 
and the general counsel of the Authority, be- 
fore members of the Memphis Rotary Club. 

The city of Memphis is considering whether 
or not it will hold a special referendum to 
determine whether it should build> its own 
electric facilities, purchase those of the pri- 
vate company now serving the city, or con- 
tinue under private operation. The Tennes- 
see Valley project, Mr. Lilienthal said, is not 
to be a government subsidy, but is to be a 
self-sustaining enterprise whose operating ex- 
penses will include all of the costs to which a 
privately operated utility is subjected, even to 
taxes and interest, although no bonds are to 
be issued against its construction. In that 
way the Authority hopes to make the public 
operation a yardstick by which to measure 
the fairness of electric rates. 

Mr. Lilienthal said that the development is 
to be a reminder that electricity is a public 
service and that unless fairness, efficiency, re- 
sponsibility, and freedom from “financial 
jugglery” characterize private-operation and 
distribution of power, the public may provide 
itself otherwise with this necessity of com- 
munity life. Stating that the Authority was 
not engaged in a punitive expedition against 
private utilities, Mr. Lilienthal said that it was 
only carrying out an act of Congress and 
that in doing so, it was determined to bring 
the least possible injury to actual investments 
in useful property. 

The Authority’s counsel roundly scored the 
“hysteria, misrepresentation, and attacks” 
which, he said, greeted the Authority’s an- 
nouncement of rates to be charged for Muscle 
Shoals power. Such an attitude on the part 
of a substantial portion of the industry, he 
declared, may act adversely on the industry 
by creating bitterness between the securities 
holders and the masses. “I can conceive of 
nothing which would more surely threaten 
the future of private ownership of public util- 
ities than such an event,” Mr. Lilienthal said. 


> 


Rising Revolt of Privately 
Owned Utilities 


A to organize the public utility 
stockholders of the country in a protec- 
tive organization to guard against “unjust 
and confiscatory” taxation and against gov- 
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ernment operation was started at an informal 
gathering of a group of stockholders of the 
Electric Bond and Share Company, held at the 
conclusion of the regular annual meeting on 
October 11th, according to the New York 
Herald Tribune. The meeting was character- 
ized by a member of the preliminary commit- 
tee as ‘the beginning of a modern Boston Tea 


Martin T. Flannigan, a stockholder and a 
general agent for the Equitable Life Assur- 
ance Company, was chosen chairman of a 


. temporary committee of seven to organize the 


148,000 stockholders of the company as the 
nucleus of a national organization to fight gov- 
ernment taxation and control. 

J. J. Mange, president of the Associated Gas 
& Electric Company, in a letter to Associated 
security holders, stated that if public’ utility 
companies are unable to continue to pay a rea- 
sonable return to their investors the Federal, 
state, and municipal governments may be 
blamed fairly. Mr. Mange stated that these 
various governmental agencies have imposed 
“stupendous additional burdens upon the util- 
ities,’ but are “unwilling to give prompt re- 
lief in the form of rate adjustments.” 

The letter contained answers to comments 
of Ferdinand Pecora, counsel for the Senate 
Banking and Currency Committee, character- 
izing the Associated Gas & Electric Company 
as a “corporate labyrinth,” and similar in 
some respects to a public utility group which 
is now in the hands of receivers, according to 
the Wall Street Journal of October 10th. 

Public utility companies in the Pacific 
Northwest are aroused over the allocation of 
$83,000,000 from the national public works 
funds on the first of October for the purpose 
of building two power plants on the Columbia 
river in the states of Oregon and Washing- 
ton, according to the New York Times of 


October 15th. The New York Times stated 
that this has created for the Pacific North- 
west a situation similar to that brought about 
in the South by the Federal government's 
plans for the development of Tennessee Val- 
ley power, and that the difficulties expected in 
the Northwest are even more acute, because 
that section of the country has long been 
stirred by municipal ownership movements; 
several of the principal cities already own 
their own generating and distributing systems. 


A 


Utility Employees Seek 
Protection 


HE Brotherhood of Edison Employees of 

America submitted a resolution to the 
opening session of the convention of the Na- 
tional Association of Railroad and Utilities 
Commissioners held on October 10th in Cin- 
cinnati. The Brotherhood has appeared before 
state commissions in several states in con- 
nection with rate hearings, urging that utility 
commissions should protect light and power 
employees from any reduction in rates which 
may be ordered by such commissions. 

Since the National Recovery Act was en- 
acted several state commissions have raised 
doubts as to whether the electric utilities are 
subject to the jurisdiction of the National 
Recovery Administration. In its resolution, 
the Brotherhood of Edison Employees re- 
quested the association to place itself on rec- 
ord in support of the principles laid down 
by the National Recovery Act, and to record 
its belief in the duty and obligation of state 
regulatory bodies to support the National 
Recovery Administration. The resolution was 
referred to the appropriate committee. 


e 


Alabama 


Birmingham Votes Down 
Municipal Ownership 
of Utilities 


HE first severe rebuff to the Tennessee 

Valley Authority’s proposal to sell power 
to the municipalities with a 50 per cent load 
factor at 7 mills a kilowatt hour wholesale was 
received when citizens of Birmingham voted 
down plans to acquire or build electric facili- 
ties which ultimately would use energy from 
the Muscle Shoals hydro-plant of the Ten- 
nessee Valley Authority. Proposals to acquire 
or build water, steam heat, and street railway 
facilities also were defeated by a large ma- 
jority. 


The largest city within transmission dis- 
tance of Muscle Shoals, the nucleus of the 
Tennessee Valley Authority development, Bir- 
mingham, cast more than 17,000 votes on the 
municipal issue of which more than 10,000 
were in opposition. A vote of 10,034 was 
cast against the proposal to construct an elec- 
tric plant and 7,004 for it. The water vote 
was 10,082 against, 6,450 for; the traction 
vote 12,401 against and 3,840 for; 12,148 
votes against and 3,807 for were cast on the 
a of the erection of a steam-heating 
plant 

The utilities serving in Birmingham were 
unable to participate in any activities in op- 
position to the proposal to erect municipally 
owned plants because of an Alabama state 
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law making it illegal for any corporation to 
attempt to influence an election. Proponents 
of municipal ownership were opposed by lead- 
ing citizens in a house to house canvass, mass 
meetings, and advertising displays in which 
the Lilienthal rate proposals for power from 
Muscle Shoals were criticized as uneconomical 
from the standpoint of the purchasing munici- 
pality and that to vote for any one of them 
would mean another mortgage on every piece 
of property in the city limits. 

Dewey Robinson, former newspaper man 
and member-elect of the city commission, led 
the campaign for municipal operation. Dr. 
Sterling J. Foster, father-in-law of U. S. 
Senator Hugo L. Black, (Alabama), and Holt 
F. McDowell, realty dealer, headed the rival 
faction. From Washington, Senator Black 
urged support of the municipal ownership 
movement. 

The Wall Street Journal regarded the Bir- 
mingham vote as of the utmost significance 
to utility operation in the South, as it was the 
generally accepted opinion that Birmingham 
would be the bellwether of the trend—‘“as 
Birmingham goes so does the South,” was the 
thought in most minds. 

The Birmingham vote on municipal owner- 
ship was made possible through provisions of 
the Carmichael Bills, hastily approved by a 
special legislature last spring for the purpose 
of allowing Alabama cities to take advantage 


of the revival of Muscle Shoals. The meas- 
ures provide that cities may exceed their con- 
stitutional debt limitations in borrowing to 
erect plants and transmission lines. 

Particular significance was attached in Wall 
Street to the result of the plan for a munici- 
pal electric system, inasmuch as the announce- 
ment of Tennessee Valley Authority rates 
cheaper than any in the United States a few 
weeks ago had figured largely in preélection 
discussions, according to the New York Times. 

The New York Times added that the re- 
sult of the Birmingham referendum is con- 
sidered remarkable by utility men because the 
companies were unable to advertise or make 
public their viewpoint in any way, because 
the Corrupt Practices Law of the state pro- 
hibited any activity on their own behalf which 
might be construed as influencing an election. 
Similar laws prevail in the other states where 
contests on municipal ownership will be held. 

Following the news of the Birmingham 
vote, there were reflected generally advancing 
prices of utility equities and bonds, the Bir- 
mingham action being the first piece of favor- 
able news of a major nature concerning the 
utilities in many months. 

The day after the Birmingham election, the 
village of Hartselle, Alabama, with a popu- 
lation of 2,204, voted for a municipally owned 
power distribution plant with 296 for and 
18 against. 


e 


Florida 


Charter for Municipal Owner- 
ship Group Granted 


upcE H. F. Atkinson, of the Miami Cir- 

cuit Court, on October 7th approved a 
charter of the Miami Public Utilities Asso- 
ciation, an organization formed primarily to 
promote interest in the municipal ownership 
and operation of all public utilities. Accord- 
ing to the Miami Daily News, the corporation 
has three purposes, to create public interest 
. in municipal ownership of utilities, to organize 
and put over campaigns for getting correct 
literature, information, and data to the public 
in regard to beneficial effects of municipal 
ownership and operation of utilities and, 
third, to promote and obtain municipal own- 
ership and operation of utilities, reducing the 
cost of service to the consumer and lessening 
the tax burden by use of surplus funds ob- 
tained through revenue. 

The corporation is to be supported by dues, 
bequests, contributions and fines of members. 
It is empowered to assume $50,000 indebted- 
ness and own $100,000 in real estate. 


Miami Gas Rate Case Postponed 


Cas that the report of C. F. Lambert, 
expert employed by the city of Miami in 
an effort to obtain a 22.6 per cent cut in the 
rates of the Miami Gas Company, is full of 
errors and inaccuracies and a request that the 
city commission consider the case on the mer- 
its of the facts, were made at a special session 
by W. A. Glass, local manager for the Florida 
Power & Light Company, according to the 
Miami Daily News of October 12th. Lam- 
bert’s estimate of revenues received by the 
Miami Gas Company was based on a 4- 
year average, which is unfair to the company 
because business has been on a steady decline 
since 1926, Mr. Glass said, adding that the 
city expert’s estimate of revenues received 
was $585,761, whereas the actual receipts were 
$432,831. 

The city commission has received letters 
from a number of Miami citizens asking that 
the gas investigation be held up until the elec- 
= rate case, which also is in litigation, can 

perf ea of. The commission had agreed 

Id action for another ten days. 
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Illinois 


Court Expedites Illinois Phone 
Rate Case 


HE supreme court of Illinois has moved 
to expedite a settlement of the long-stand- 
ing legal dispute over the regulation of tele- 
hone rates in that state, on petition of Otto 
erner, attorney general of Illinois, and Chi- 
- cago Corporation Counsel William H. Sex- 
ton, according to the Chicago Daily Tribune 
of October 10th. The court advanced to Jan- 
uary 15, 1934, the date for oral argument in 
the Illinois telephone rate case in which the 
lower court held rates fixed for Chicago by 
the commerce commission ten years ago to be 
confiscatory and in violation of the constitu- 
tional “due process” clause. 

In their petition for advancement of the 
case, the commerce commission and legal of- 
ficers of Illinois and Chicago declared that 
the delay in settling the matter was greatly 
hampering the state’s jurisdiction over the 
Illinois Bell Telephone Company. 


Merger Plans Drafted by 
Transit Groups 


T= Chicago Daily Tribune of October 
16th announced that steps had been taken 
toward the first definite consideration of the 
merger of the surface and elevated lines in 
Chicago. Four separate reorganization plans 
have been drafted. Three of them represent 
the views of the rapid transit first mortgage 
bondholders, the street car first mortgage 
bondholders, and a group of holders of junior 
securities of both systems. 

The fourth plan is that of Attorney Walter 
L. Fisher, appointed codrdinator by Federal 
Judge James H. Wilkerson, to bring the con- 
flicting financial interests into an accord. At- 
torney Fisher said that these four proposals 
bearing on the distribution of securities of 
the new consolidated traction company will 
be exchanged for consideration by the various 
financial groups affected by the reorganiza- 
tion. 


@ 
Kansas 


Kansas Commission Gains Point 
in Gas Case 


HE Supreme Court of the United States 

has found that probable jurisdiction has 
been shown by the state corporation commis- 
sion of Kansas in its appeal from a lower 
court decision enjoining enforcement of its 
order prohibiting Wichita Gas Company, 
Hutchinson Gas Company, and others from 
entering more than 30 cents per thousand 
cubic feet on books as cost of gas furnished 
by Cities Service Gas Company under day- 
to-day contract. The company pays 40 cents 
per thousand cubic feet for gas as a dis- 


tributing company, according to the Wall 
Street Journal of October 1 

After an investigation the Kansas commis- 
sion made a finding to the effect that any 
amounts in excess of 30 cents paid by the dis- 
tributing companies under their contracts with 
Cities Service Gas Company were unreason- 
able and ordered that on and after August 1, 
1932, the companies pay the smaller “gate 
rate.” 

The lower court permanently enjoined en- 
forcement of the order in this respect but 
upheld that part of the order which enjoined 
the distributing companies from paying the 
parent concern for certain specific services 
and an engineering fee. 


2 


Louisiana 


Senator Long Proposes Higher 
Gas Taxes 


yrange Huey Long described the proposed 
J tax of 2 per cent on the receipts of pub- 
lic utility companies operating in Louisiana 


as “subnormal,” according to the Times 
Picayune of New Orleans of October 14th. 
A severance tax of one fifth of a cent per 
thousand cubic feet now is levied on natural 


gas in Louisiana. Touching on his proposed 
additional 2-cent tax on natural gas, Senator 
Long declared that other states are collecting 
2 cents per thousand cubic feet on natural 
gas that is produced in Louisiana, and that 
Louisiana should have the same 2 cents “not 
only for the gas being transported in Louisi- 
ana, but as well as for its being produced 
from the bowels of the earth in Louisiana.” 
The Times Picayune stated that Senator 
Long had not explained definitely how this 
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additional 2 cents per thousand cubic feet 
would be collected. He did not state whether 
it would be paid by the pipe-line utility com- 
pany or the local utility companies distribut- 
ing the gas. . 


Free Service Extension Urged 


TILITY companies operating in the state 
of Louisiana, especially gas utilities, 


were interested in the statement accredited 
by the New Orleans Times-Picayune of Oc- 
tober 13th to Chairman Harvey G. Fields of 
the Louisiana Public Service Commission to 
the effect that the commission had requested 
gas companies subject to its jurisdiction to 
install service pipe from the consumer’s prop- 
erty line to the company’s meter without any 
additional charge, and to consider the piping 
as part of their capital expenditures for plant 
equipment. 


e 


Michigan 


Supreme Court Declines Part in 
State Commission Row 


HE Michigan Supreme Court has an- 
nounced its intention of remaining aloof 
from the controversy between Edward T. 
Fitzgerald and the four other members of 
the Michigan Public Utilities Commission. 
Commissioner Fitzgerald had asked for a 
writ of mandamus compelling his colleagues 
to grant him access to all records, to notify 
him of the time and place of meetings, and 
otherwise treat him as a member of the com- 
mission. Commissioners Kit F. Clardy, Rob- 
ert H. Dunn, Harold J. Waples, and Harry 
C. McClure replied with affidavits and other 
documents to the effect that they had been 
and would be willing to accord Fitzgerald 
every courtesy if he would put in a little time 
at the commission offices. The Detroit News 
accredited to Fitzgerald the countering state- 
ment that he was a hard-working commis- 
sioner if ever there was one. 


Edison Rate Case Dismissal Is 
Denied State 


ow Attorney Patrick H. O’Brien has 
been denied authority by the supreme 
court of Michigan to appeal from a lower 
state court’s refusal to dismiss the Detroit 
Edison Company’s suit to restrain the enforce- 
ment of a rate reduction order of the Michi- 
gan commission. As a result, the case will 
—a—, before Circuit Judge Leland W. 
rr. 

The company contends that the recent order 
of the commission which cut electric rates 
in the Detroit area by $1,500,000 a year is 
confiscatory and is not based’ upon a proper 
valuation of the company’s property. Since 
the order was issued the company has filed 
and the Michigan Public Service Commission 
has accepted a revised rate schedule for 
commercial customers. It is estimated that 
this revision may cut the revenues by $800,000 
a year. 


e 


New 


New York Mayoralty Candidates 
Discuss Utility Issues 


A*: appeal to the housewives of New York 
city to support the Socialist ticket in the 
municipal campaign because of the party’s 
position in favor of lower electric rates and 
public ownership and operation of utilities 
was made by Charles Solomon, Socialist can- 
didate for mayor, when he addressed the 
Women’s City Club on October 16th. 

Mr. Solomon declared that the housewife of 
New York city is denied the full benefits of 
modern electricity as an aid in lightening her 
daily tasks because of its excessive cost. He 
stated there is an overwhelming proof that 


Y ork 


the only way to bring down electric rates 
to satisfactory levels is through municipal op- 
eration. Where municipal plants compete 
with private plants, rates have been brought 
down for both, he declared, according to the 
New York Times. 

Mayor John P. O’Brien, after formally ac- 
cepting the Democratic nomination for mayor, 
outlined his record during the past year, de- 
scribing economies that are held necessary, 
and enumerating economies he had been able 
to effect. The mayor said: 

“The 5-cent fare is the deliberate choice of 
the people, and will be maintained by the 
ministration. Everyone knows that the 5-cent 
fare does not permit a sufficient return on the 
city’s enormous investment in rapid transit, 
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amounting to $750,000,000. But the people 
have chosen to pay the interest on this invest- 
ment in another form; that is, by taxation. 
The 5-cent fare has made possible the ex- 


tensive building of homes in the environs of 
the city, resulting in an enormous amount of 
—- realty against which taxes may be 
evi 


2 
Ohio 


Public Ownership Referendum 
in Cincinnati 


Ca election bids fair to be of 
more than local interest because of a 
proposal for municipal ownership of gas and 
electricity, which comes up in the form of an 
initiated ordinance to be voted upon in No- 
vember. The New York Times stated that 
early indications are for the defeat of the 
ordinance because it is sponsored under un- 
favorable circumstances and is presented in 
a form least likely to attract the maximum 
of favorable votes. But there is a large mu- 
nicipal ownership sentiment in Ohio, and in 
smaller cities proposals to build municipal 
ownership plants have carried recently. These 
proposals, however, were presented as projects 
to build new plants. In Cincinnati the pend- 
ing proposal is to acquire by appropriation and 
condemnation the existing property of the 
Union Gas and Electric Company. 

The New York Times added that the form 
of the proposition contemplates that if the 


ordinance is adopted Cincinnati is to be pro- 
jected into expensive litigation that is to last 
for years, because it is unlikely that agree- 
ment ever can be reached on the value of 
the property, as it is part of the Columbia 
Gas and Electric Company, and the deter- 
mination of the issue would affect properties 
throughout the country. 


* 


Municipal Issue Splits Kenton 
Civic Club 


Nn Kenton feeling is strong on the question 
I of public and private ownership of lic 
utilities. The indication is that the on 
Kiwanis club may be forced to disband be- 
cause of strife among members in regard to 
the proposed municipal power plant. The 
Columbus Dispatch of October 13th stated 
that a weekly meeting of the club broke up 
in disorder following heated arguments on the 
project. 


z 
Pennsylvania 


Former Commissioner Collins 
Deceased 


MERSON L. Collins, 73, died at his home in 
Williamsport on October 10th. Mr. Col- 
lins figured prominently in the struggle Gov- 
ernor Pinchot made to gain control of the 
public service commission. Appointed to the 
commission in 1927 by Governor Fisher, he 


became ill three years later and for two years 
did not take an active part in the affairs of 
the commission. The governor forced his 
resignation at the same time he forced the 
late W. D. B. Ainey, long chairman, off the 
commission. Collins refused to resign at first, 
but when the governor preferred formal ous- 
ter charges and fixed a date for a hearing, he 
-_ according to the Harrisburg Evening 
ews. 


2 
South Carolina 


Power Company Makes Second 
Voluntary Rate Cut 


HE Belton Power and Light Company has 
been authorized to effect immediate vol- 
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untary rate reductions which the railroad com- 
mission announced would make its charges 
for residential service “among the lowest in 
South Carolina,” according to the Columbus 
Record of October 11th. An order allowing 
reductions of from 8 to 24 per cent to each 
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of the company’s residential, commercial, and 
small power users was filed by the chairman 
of the commission. This is the second volun- 
tary reduction that has been made this year. 

John H. Nance, chairman of the commis- 
sion, said the new residential rates, in addi- 


tion to being “among the lowest” in the state, 
“compare favorably with the most desirable 
rates in the Southeast.” A single residential 
schedule has been provided to take care of 
lighting, cooking, heating, refrigeration, and 
incidental use. 


7 


Texas 


Trolley Company Asks 
Financial Aid 


HE financial trouble of the Dallas Railway 

and Terminal Company street car system 
has been laid on the lap of city councilmen 
together with an application for an increase in 
fares. A special meeting of the Dallas city 
council’s committee on public utilities will be 
called as soon as John W. Everman, super- 
visor of public utilities, completes his report 
on the street car company’s application for an 
increased fare. The Dallas Morning News 
stated that it is expected the councilmen will 
study the company’s request for some time 
before an answer is given. It was reported 
that some members of the council will oppose 
the application, holding that the street car 
company, along with other lines of business, 
must take its reduced income without seeking 
a higher fare. 

oe 


Issue of Federal Court Jurisdic- 
tion Raised 


AS interesting development in the litigation 
between the Texas Railroad Commission 
and the Lone Star Gas Company seems likely 
to involve a question of dual jurisdiction of 


state and Federal courts. On September 13th 
the railroad commission handed down an 
order purporting to reduce the Dallas city 
gate rate of the Lone Star Gas Company for 
domestic natural gas from 40 cents to 32 cents 
per thousand cubic feet. On September 22nd 
Federal Judge Robert J. McMillan, sitting in 
the United States District Court for the West- 
ern District of Texas, entered a restraining 
order upon the application of the Lone Star 
Gas Company enjoining the enforcement of 
the commission’s order, pending action by 
the court on the utility company’s application 
for an injunction. The restraining order en- 
joined not only the railroad commission but 
also the state attorney general and other per- 
sons from any attempt to enforce the com- 
mission’s order. 

On October 5th, however, the attorney 
general of Texas instituted suit in the state 


distriet court of Travis county praying for a 
decree to enforce the commission’s order, but 
requesting that, pending the hearing of the 
case in the state courts, the state court grant 
a stay order enjoining the enforcement of the 
commission’s rate reduction order. The ma- 
neuver of the attorney general was apparently 
calculated to defeat jurisdiction of the Fed- 
eral court on the ground that the utility com- 
pany would not be subjected to present en- 
forcement, in view of the anticipated stay 
from the state court. The utility company’s 
defense will probably rest upon the ground 
that the Federal judge’s temporary restrain- 
ing order had enjoined state officials from 
any further enforcement proceedings. A de- 
cision by the Federal court may settle this 
interesting regulatory question. Motions on 
jurisdiction of the Federal court were expected 
to be made sometime early in November, 
whereas the company is not required to appear 
— answer in the state court until January 1, 


sd 


Motor Carriers Oppose 
New Competition 


AILROAD and present truck lines of Texas 
have united in advancing claims that the 
state highways are already overcrowded with 
traffic in opposing the granting of a permit to 
A. S. Wagner of Dallas for a common car- 
rier motor service interstate over all the high- 
ways of Texas, at a Texas Railroad Commis- 
sion hearing in Dallas, according to the Dallas 
Morning News. 

Amending his petition, Mr. Wagner agreed 
not to enter or leave Dallas, Fort Worth, 
Waco, Austin, San Antonio, Houston, or 
Galveston between 5 p. M. and 9 p. M., and not 
to use specified heavily traveled highways at 
peak hours. 

Mark Marshall, director of the motor trans- 
portation division of the commission, who as- 
sisted Chairman Lon A. Smith, reported that 
the supreme court has ruled the commission 
has the right to consider overcrowding 
highways in passing on permits, a number 
having been denied for this reason. 
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Virginia 


Water Company Would Abolish 
“Service Charge” 


PROPOSAL to substitute for the much de- 
bated “service charge” of the Roanoke 
Water Works Company a minimum charge is 
contained in a letter received by the mayor 
of that city from the president of the water 
company, according to the Roanoke Times. 
The letter stated that the proposed rate 
structure “merely substitutes for the service 
charge a graduated and minimum charge for 
the first three thousand gallons a month at 
a price that is equal to the present. service 
charge plus the cost of the first thousand 
gallons of water.” The schedule also set 


forth similar minimum charges for water fur- 
nished at higher pressure than that provided 
for household uses. 


Municipal Power Facilities 
Are Expanded 


ANVILLE has been granted $3,000,000 by 
the Public Works Administration, in- 
cluding a $665,000 grant for construction of 
a hydroelectric development to supplement the 
present municipal steam generating plant and 
system. 
The development is to be located in the Blue 
Ridge Mountains. 


Wisconsin 


State Commission Aide Appoint- 
ed Federal Trade Com- 
missioner 


EORGE C. Mathews, who was appointed by 
G President Roosevelt to replace William 
E. Humphrey on the Federal Trade Commis- 
sion, has been associated with utility regula- 
tion in Wisconsin for the past two decades as 
staff assistant of the state public service com- 
mission. Upon his resignation from the com- 
mission last June to take the post of vice 
president of the Middle West Utilities Com- 
pany, Mr. Mathews had been with the com- 
mission, except for a few months in 1917, 
since 1910. When he resigned, Mr. Mathews 
was director of the securities division and 
chief examiner. 

William E. Humphrey has refused to tender 
his resignation and the other members of 
the Federal Trade Commission have refused 
to recognize him any longer, but the indica- 
tions are that Mr. Humphrey will appeal to 
the courts to attempt to establish his right 
to retain his post as commissioner. 


* 


Assessment of Regulatory Costs 
against Utilities 


To operation of the recent Wisconsin 
legislation placing the cost of public 
utility investigations upon the utility com- 
panies is illustrated in a recent order by the 
Commission requiring the Polk and Burnett 
Light and Power Company to pay the cost 
of an investigation and appraisal of its plant. 

The Commission pointed out that sixty-two 
persons had requested an investigation of 


electric rates, and the Commission, therefore, 
gave notice that it had entered upon a pro- 
ceeding which would require an investigation 
of the books, accounts, practices, and activities 
of the utility company, as well as an appraisal 
of its property. The Commission, after or- 
dering that the expenses be assessed against 
the company, gave notice to the company 
of such order and of its determination to hold 
a hearing. 
e 


Utility Assists Patrons Suffering 
Because of Economic 
Depression 


A* adjustment of flat water rates for the 
Sheboygan water department has been 
authorized by the Wisconsin commission, not 
primarily for the purpose of increasing reve- 
nues, but rather to accelerate the transfer 
from flat rates to meter rates. The com- 
mission discussed the difficulties of the utility 
in transferring customers to the meter basis. 
Recognition of the present economic condition 
by the utility was commended by the commis- 
sion. 

It was said that the utility furnishes the 
meter, but the customer is required to pay for 
the meter installation. The utility, although 
anxious to install meters for all consumers, 
did not wish to place any undue burden on 
its customers. In view of the depression, 
which has left many people in strained finan- 
cial circumstances, the utility volunteered 
temporarily to finance those installations, 
where such financial assistance was necessary, 
under a plan which provided for repayment 
of the advance over eight quarterly billing 
periods. 
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The Latest Utility Rulings 





Utility Securities Denied Approval Because of “Write-ups” 


N opinion written by Chairman 
Maltbie, of the New York Public 
Service Commission, and concurred in 
by a majority of the commissioners, de- 
nied the application of the Jamaica Wa- 
ter Supply Company for permission to 
issue $500,000 principal amount of first 
mortgage bonds, under an existing 
mortgage and 5,000 shares of $6 series 
cumulative preferred stock of no par 
value. The chairman’s opinion was 
concurred in by Commissioners George 
R. Lunn and Maurice C. Burritt. Com- 
missioner George R. Van Namee filed 
a dissenting opinion to the effect that 
there was ample justification for the is- 
suance of securities. Commissioner 
Brewster was not present. 
In expressing his disapproval, Chair- 
man Maltbie charged that changes had 


been made in the financial set-up of the 
water company before the utility came 
under the jurisdiction of the commis- 
sion. The chairman pointed out that 
there was a common stock write-up and 
an issuance of preferred stock one day 
before the law placing the company un- 
der the commission’s jurisdiction be- 
came effective. Chairman Maltbie said 
that the purpose of the company to 
avoid the necessity of the commission’s 
approval of the securities then issued 
was obvious. 

According to the majority opinion, it 
appeared that the property entered up- 
on the books before any inflation at 
$2,200,659.96 was increased by two 
write-ups to $5,736,154, or a total in- 
crease of about 160 per cent. Re Ja- 
maica Water Supply Co. 


e 


Power Rates Cut for Staten Island Utility 


} gegen October 25th, a 10 per 
cent reduction for a period of one 
year was ordered in the rates of the 
Staten Island Edison Corporation, a 
unit of the Associated Gas and Electric 
System. The reduction, according to 
the public service commission’s esti- 
mates, will mean a saving of $250,000 
’ a year to Staten Island consumers. The 
order came as the fourth of a series of 
rate reduction orders made by the com- 
mission in the New York city area dur- 
ing the last two months. Commissioner 
Brewster, although not present to vote, 
filed an opinion in which he concurred 
with the conclusions of the majority 
‘opinion which. was written by Chairman 
Maltbie, but he reserved opinion as to 
whether the Federal capital stock tax 
and the 3 per cent tax on electric sales 


were operating expenses, and thus to be 
borne by the consumers. Chairman 
Maltbie held that changes in the law 
required that the 3 per cent tax on elec- 
tric sales be transferred from the con- 
sumers to the utility companies and that 
the capital stock tax is a levy on the 
stockholders. 

Chairman Maltbie based his recom- 
mendations on the excess over 6 per 
cent return on the rate base and the 
excess over 6 per cent on the stated 
value of the common stock of the cor- 
poration. He said it was clear to him 
that the depression did not seriously 
affect the company’s earnings up to the 
end of 1933, unless one were to specu- 
late what the company might have 
earned if there had been no depres- 
sion. Re Staten Island Edison Corp. 
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Hand-set Charge Rate Reduced in Georgia 


HE Georgia Public Service Com- 

mission early in October issued an 
order directing that the extra charge 
permitted for monophones, or hand-set 
telephones, be reduced from 50 cents to 
15 cents a month. The Southern Bell 
has 1,182 such phones in service. The 
order of the commission was the first 
issued by the newly reorganized board 
in connection with telephone rates and 
came during the midst of its long in- 
vestigation into the general telephone 


rate structure of the state of Georgia. 

Presenting evidence to combat the 
rule mist of the commission calling upon 
it to show why the monophone charge 
should not be reduced, Mr. Thomas B. 
Baird, general manager of the Southern 
Bell, testified that the cost of installa- 
tion and maintenance per year of the 
special hand-set phone was $5.32, while 
the commission, in its order, asserted 
that the cost is only $1.43. Re South- 
ern Bell Telephone Co. 


e 


Alabama Utilities Must Pay Interest on Consumers’ Deposits 


TILITY companies operating in Bir- 

mingham will pay dividends on 
customers’ deposits December Ist, 
amounting to approximately $70,000, 
under a new ruling of the Alabama 
Public Service Commission, reported in 
the Birmingham News of October 3rd. 
In the state as a whole interest pay- 
ments were estimated at about $110,- 
000. The state law permits electric, 
gas, and water companies to require a 
deposit from each customer in an 
amount that will approximate the bill- 
ings for two months, but is also re- 
quired to pay interest on such deposits. 
The new rule laid down by the commis- 
sion directs utility companies to credit 
the amount of interest annually on the 
December Ist billing. Heretofore in- 
terest payment was required only on 


e 


demand of the customer or at the dis- 
continuance of the service. The rate 
of interest required is not less than 6 
per cent a year, and is effective after 
six months’ service. 

The Birmingham Electric Company 
refunded a large number of its deposits 
together with interest at 8 per cent 
about two years ago, all customers who 
had been taking the service five years 
or more and had paid their bills prompt- 
ly receiving the refunds. 

The commission estimates the annual 
interest payments to utility customers 
in the state at about $50,000, of which 
between 65 and 70 per cent will be in 
the Birmingham area. The larger sum 
estimated for the current year is due to 
the nonpayment of interest in the past. 
Re Dividends on Consumers’ Deposits. 


Licensing of Carrier Operations Prior to Regulation Defined 


HE Pennsylvania Superior Court 

has clarified to some extent the 
difficult question which occasionally 
arises as to the extent to which opera- 
tions of utilities commenced prior to the 
effective date of regulatory statutes 
should be given subsequent approval. 
Article III, § 12, of the Pennsylvania 
Public Service Company Law, which 
went into effect on January 1, 1914, ex- 


pressly reserves to all carriers operat- 
ing prior to that date the full enjoy- 
ment of all powers and privileges which 
they lawfully possessed without subse- 
quent interference or modification by 
regulatory authorities. 

It appears that T. N. Hostetter, do- 
ing business as the Keystone Express 
and Storage Company, was engaged in 
the transportation of freight in and 
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about the city and county of Lancaster. 
He claimed that at that time he was 
using three motor trucks and a number 
of horse-drawn vehicles, but that subse- 
= to the enactment of the Public 

ervice Company Law he had gradually 
replaced the horsedrawn vehicles with 
additional motor trucks. Recently he 
applied to the Pennsylvania Public 
Service Commission to register him as 
having been in. business at the time of 
the passage of the Public Service Com- 
pany Law and entitled to continuous en- 
joyment of his services. Protests were 
filed by various carriers authorized to 
do business in the territory affected. 
After hearing, the commission entered 
an order which registered the applicant 
but cut down the territory in which he 
might operate and the number of vehi- 
cles he might use in such service. Also, 
his certificate was limited to “call or de- 
mand” service. 

The applicant appealed and the court 
held that first of all the commission 
was correct in limiting the certificate to 
“call or demand” service, since there 
was no evidence that the applicant had 
been operating in part over any fixed 
route and schedule prior to 1914, or 
that he was at that time engaged in 
any other manner except as a “call or 
demand” carrier. The court did think, 
however, that the commission’s action 
in limiting the operations to townships 


contiguous to the city of Lancaster was 
somewhat arbitrary, and believed that 
a more reasonable conclusion from the 
testimony would warrant allowing the 
operations at least in Lancaster county. 
The court found that the findings of the 
commission as to the evidence of Hos- 
tetter’s operations prior to 1914 were 
not definite enough to warrant review 
and the cause was remanded to the 
public service commission of the state 
for more particular findings on that 
point. 

As to the commission’s action in cut- 
ting down the number of motor vehi- 
cles, the court disagreed, being of the 
opinion that the applicant was entitled 
to use a sufficient number of motor 
vehicles to perform the service which 
he was entitled to render as a result 
of rights he possessed prior to 1914; 
and to take from him the portion of the 
service represented by the work done 
by the horse-drawn vehicles and leased 
vehicles, the court stated, would be to 
deprive him of his lawful rights. The 
commission’s order was accordingly 
modified so as to allow the applicant 
an equivalent for the capacity of the 
horse-drawn vehicles and leased trucks, 
in addition to the capacity of the three 
motor trucks concerning which there 
was no dispute. T. N. Hostetter v. 
Pennsylvania Public Service Commis- 
sion. 


ed 


Private Car Owners Held for Illegal Motor Carrier Operations 


HE Pennsylvania commission has 

placed a restriction on motor car- 
‘rier operations in that commonwealth 
with a recent order recommending to the 
state secretary of revenue the suspen- 
sion of registration of fifteen private 
cars which were reported by the Yellow 
Cab Company of Philadelphia to be en- 
gaged in illegal operations. It appeared 
that about half of the owners of the 
cars under suspicion stored their auto- 
mobiles in a garage, which, through tele- 
phone directory listing and other adver- 


tisements, solicited public taxicab pa- 
trons. This class of defendants gener- 
ally denied that they had transported 
for hire and disclaimed all use of their 
cars by other persons, but admitted un- 
der cross-examination that conditions 
surrounding the garaging of the cars 
was such that use by other persons was 
possible. 

Another group of the defendants, 
none of which was authorized to engage 
in common carrier operations by the 
Pennsylvania commission, were mem- 
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bers of the colored race. Representa- 
tives of the complaining carrier made 
numerous observations of the cars of 
these defendants seen parked along the 
curb, usually in locations where mem- 
bers of the colored race congregate, 
with persons at or near such car, so- 
liciting passers-by by calling “taxi” or 
some other similar term to attract 
riders. This group likewise denied that 
they ever personally used their cars for 
unlawful common carrier operations. 
One of the defendant car owners 
was a lady whose husband used her 
car to transport passengers to and from 
a cemetery in the northern part of Phil- 
adelphia. A sign reading “free trans- 
portation” appeared on the windshield 
of the car, and no fixed charge was 
made for transportation service, but a 
small box with a slot in the top was 
passed among the passengers, the ma- 
jority of whom placed some money or 
“donation” in the box. In this partic- 


ular case the Pennsylvania commission 
did not order the registration of the car 
to be suspended, but did order that the 
operator’s license of the husband be 
suspended. A cease and desist order 
against any repetition of the occurrence 
was also handed down. In its opinion 
the public service commission stated as 
follows: 


“The commission finds and determines 
that the motor vehicles titled in the names 
of the following persons, and bearing the 
1933 registration numbers given opposite 
their names, have been used as common 
carriers between points in this common- 
wealth without the approval of such op- 
eration by the commission. The complaints 
against these will be severally sustained; 
cease and desist orders will issue, and the 
findings will be certified to the Secretary 
of Revenue for suspension of the regis- 
tration of such motor vehicles, as provided 
in the Act of May 8, 1929, P. L. 1647.” 


Yellow Cab Co. of Philadelphia v. 
Jasper R. Brown et al. (Complaint 
Docket Nos. 9619, 9641 et al.) 


An Even Break on Court Litigation to Establish 
Municipal Plants 


wo Iowa communities, Grand 
Junction and Manning, respective- 
ly, sought approval of the supreme 
court of that state for the valid estab- 
lishment of municipally owned and op- 
erated electric plants. The result was 
an even break—the town of Grand 
Junction being restrained from proceed- 
ing with the construction of its electric 
plant and the city of Manning being 
permitted to go ahead with its plans. 
In the Grand Junction case, it ap- 
peared that the town had a contract 
with the Fairbanks Morse & Company 
for the construction by the latter of a 
plant. The private utility previously 
serving that community sued to restrain 
the town from carrying out the contract 
on grounds that there had been no com- 
petitive bidding, as required by Iowa 
statute. In a cross petition the town al- 
leged that the private company’s fran- 
chise had expired and sought authority 


from the court to oust the utility from 
that community. The court held that 
the construction company’s specifica- 
tions varied so materially from the 
town’s specifications that there was no 
competitive bidding and the contract 
was, therefore, invalid. The private 
company’s application for an injunction 
was accordingly sustained. However, 
inasmuch as the private company’s 
franchise had expired, the court held 
that it was continuing to operate in 
Grand Junction by sufferance only. 
Therefore, the town’s request for an 
ouster order against the private com- 
pany was likewise granted. 

In the case of the city of Manning, 
the town had sought to erect a munici- 
pal power plant under the method out- 
lined by §§ 6134~-d1 and 6134—d2 of the 
Iowa code. Under these sections the 
erection of such a plant would not in- 
cur a general obligation, nor would the 
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cost be payable in any manner by taxa- 
tion. The plaintiff, a taxpayer, sought 
to restrain the city from establishing 
the plant on grounds that the ballot 
which submitted the proposition to the 
electors did not contain the entire pub- 
lic measure. The supreme court of the 
state in refusing the relief sought held 
that the legislature did not contemplate 
that the contract, or the method of fi- 


e 


nancing the plant under that particular 
section of the statute should be required 
to be submitted to the vote of the peo- 
ple, since there could not possibly be 
incurred any general obligation payable 
in any manner by taxation or in any 
other way except through the earnings 
of the plant. Jowa Electric Light & 
Power Co. v. Grand Junction et al. 
Wyatt v. Manning et al. 


New Jersey Commission Exercises Power under New Public 
Housing Statute 


RATHER novel addition to the juris- 
diction of the New Jersey Board 
of Public Utility Commissioners was 
made by the legislature.of that state 
during the 1933 session, when an act 
entitled, “An Act to provide for the in- 
corporation of public housing corpora- 
tions, the regulation thereof, the super- 
vision of the construction, operation, 
maintenance, and renting of all housing 
projects and community facilities to be 
erected and furnished by said corpora- 
tions, and to fix, limit, supervise, and 
regulate the capital structure, income, 
dividends, and management of such cor- 
porations,” was enacted. 

Apparently the first call to exercise 
this unusual power was made on the 
commission when the Kearny Housing 
Corporation applied for authority to cre- 
ate a public housing corpcration and to 
erect low rental apartment buildings 
pursuant to the public housing law. 
The petition proposed the construction 
of apartment buildings at a cost of 
$325,700 upon land, the alleged value 
of which is $55,000, with $10,000 work- 
ing capital, making a total of $390,700. 
The apartment building is to contain 304 
rooms and 80 half rooms, at an average 
rental of $10 per room per month, to- 
gether with 35 garages at an average 
rental of $8 per garage per month; the 
total estimated annual rental to be de- 
rived is the sum of $44,160. The pro- 


posed project is to be financed by loan 
obtained from the Federal Emergency 
Administration of Public Works under 
the National Industrial Recovery Act. 
The application was opposed by the 
Hudson County Building and Loan 
League on the ground that the proposed 
project was not designed for the relief 
of slum areas as indicated by the New 
Jersey statute, and if erected would 
only be detrimental to the apartments 
and other dwellings in the vicinity in 
drawing tenants therefrom to the dam- 
age of owners and mortgagees interest- 
ed in other apartment buildings and 
dwellings in the vicinity of the proposed 
site. 

The board approved the application, 
finding that there are, in the immediate 
vicinity of the proposed project, dwell- 
ings that are congested and that unsan- 
itary housing conditions exist there 
which will be relieved by the proposed 
building. As to whether the proposed 
construction would be detrimental to 
surrounding real estate, the board was 
of the opinion that such an objection 
should have been addressed to the legis- 
lative policy at the time of the consid- 
eration and enactment of the law. The 
board reserved jurisdiction with rela- 
tion to the appointment of a director of 
the housing corporation and of a trustee 
as provided by statute. Re Kearny 
Housing Corp. 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 


614 





The 
Publ: 
Inde: 


qr 
anc 
of, 


PRICE 


Pustic 
ing als 
Annota 
countar 
vey Bui 


